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incinnaci Bell is long known for its industry
leading performance, outstanding customer
service, and unparalleled delivery of products
and scrvices to residential and business customers in
Cincinnati, Dayron, Northern Kentucky and parts of
Indiana. As one of the nation's only fully integrated
telecommunications companies, Cincinnati Bell
continues to outperform its peers and create value for

our shareholders, employees, and customers.

Solid execution in 2006 produced revenue and earnings
growth throughout our core operations. Our wireless
subscribers grew o 528,000 and fueled wircless service
revenue and EBITDA margin expansion. DSL
penetration increased to 34% and churn reached its
lowest level in company history. Finally, our
Technology Solutions business increased its billable data
center capacity by approximately 20,000 square feet in
20006 as we continue to meet the ongoing needs of

Fortune 500 companies who demand these services.

With approximately 3,000 highly skilled and dedicated
employees, Cincinnari Bell is comprised of a workforce
who takes pride in working at the “hometown”
communications company, bringing quality products
and services 1o their friends and neighbors. Who better
to understand the needs of the local market than us?
These same employees are committed to the principles
of “corporate community responsibility” and giving
back to their loyal customers. In particular, Cincinnadi
Bell’s extraordinary commitment to transforming
Cincinnati's Taft High School into the Taft
Informarion Technology High School gained the
arrention of the CBS Evening News this year. In
addition to countless hours Cincinnati Bell employces
spend tutoring students, Cincinnati Bell hardwired the
school with five state-of-the-art computer labs and

provides internships and 10 college scholarships every

'

year. This is only one example of the significant
charitable donations and sponsorships and countless
volunteer hours provided by Cincinnati Bell and its

employees.

Clearly, it is our dedication to our customers and their
desire for products that offer convenience,
entertainment and an outstanding price value, that

drives what we do each and every day.

Revenue and Earnings Growth is Driven by Wireless and

Technology Solutions

Two of our top priorities in 2006 were growing
subscriber revenue and restoring profitability — and we
achieved just that. Our 2006 revenue was $1.3 billion,
an increase of $61 million or 5% over 2005; and our
operating income rose 21%, driving an increase in
carnings per share of 11 cents {excluding special items)
up 55% from last year. Wireless gross activations and
superior network quality prevailed, amid an aggressive
migration of customers from our legacy TDMA
network to our GSM network. Our subscriber base
grew to 528,000 in 2006 and we drove improvement in
both postpaid and prepaid ARPU, which led w a

$21 million increase in wireless service revenue in 2006
and 12 point EBITDA margin expansion in the fourth
quarter 2006 compared to the fourth quarter 2005.
Turning down the TDMA network and switching to
the GSM network not only opens up opportuniries for
increased wircless handset interoperability and new
products and services in the future, bur it also
eliminated incremental handser subsidies related to the
migrartion of subscribers to the GSM network, reduced

depreciation expense and further utilized the efficiency

of the GSM newwork.

Technology Solutions has quickly moved to the

forefront of our business to meet the growing needs of




large business customers. With dara back-up, storage
and recovery requirements mandated by Sarbanes-
Oxley, as well as increased elecurical and cooling
requirements needed for the additional servers and
equipment, the demand for collocation and managed
services is growing. Technology Solutions revenue was
up $44 million or 25% in 2006. Hardware accounted
for $32 million with services accounting for

$12 million. Data center services and equipment

revenue rose 28% from 2005.

The growth of 11 cents in earnings per share excluding
special items was due primarily to reduced interest
expense of $22 million from refinancing activities in
2005 and lower depreciation expense, primarily due to
the accelerated depreciation, recorded in 2005, related
to the TDMA network. We continue to anticipate and
explore all opportunities for smareer uses of our cash

and resources.

Bundling brings convenience and savings to our
customers

Bundling continues to be “our right to win” at
Cincinnati Bell, allowing us to attract and retain
customers in a highly competitive market. It provides an
important level of “stickiness™ for all of our products
and helps defend against diminishing access lines. For
customers who bundle, the dis_connectiori rare for
services such as wireless and high-speed interner access is
substantially lower than our customers who do not
bundle. This not only indicates a higher rate of
customer satisfaction, but also over time saves sales and
marketing expenses otherwise needed to replace revenue

and profits associated with customer loss.
A}

Super Bundle subscribers increased to 173,000
customers who subscribe to a combination of our local,
long distance, wircless and DSL services, up 23,000 or

15% from a year ago.

Qur darta centers have become the cornerstone of our
business bundle. In 2006, more than half our total
revenue came from business customers who entrust a
mission critical part of their business with us. Qur
superior network quality and cutting-edge managed
infrastructure services provide end-to-end
telecommunications and I'T solutions for customers and
lead them to our other high-quality products and
services. This frees up our customers to focus on their
own businesses and leave their telecommunication needs
to us. It helps us to grow our business while also helping

our customers grow theirs.

Super Bundle Subscribers
{in thousands)
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Leading wireless provider with the area’s best network -
27d year in a row

With regard to what we consider the most important
wireless metric — dropped calls — Cincinnati Betl was far
and away number one, with less than half the dropped
calls of the next best carrier. This commitment to
delivering a superior quality network, in addition to our
ability to bundle unique rate plans, resulted in lower
postpaid (I:hurn of 1.6% and higher postpaid net
activations of 51,000 for 2006. Overall wireless revenue
increased 10% year over year driven by a 16% increase
in the postpaid subscriber base and higher postpaid data
usage that is reflected in a 3% improvement in postpaid
ARPU. In addition, new prepaid rate plans were
beginning to have a positive impact on ARPU and
revenue by the end of 2000.



Wireless Subscribers
{in thousands)
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Solid Progress in a Challenging Environment

The telecommunications industry continues rapid
evolurion, mandating rapid changes and challenges.
With challenge, comes opportunity. Strong promotions
and bundling success led to net additions of 36.000
DSL subscribers, or a 22% increase in subscribers from
2005. This growing DSL subscriber base helps to offset
the impact of lower local voice revenue — a challenge
faced by cveryone in this industry. Over one third of
our in-territory consumer primary lines subscribe to
DSL.

In a highly competitive environment, we also
experienced our best DSL churn in company history. A
churn rate of 1.9% demonstrates the dedication and
commirment of our employees to offering our
customers a superior price/value relationship. In
addition, we launched our out-of-territory DSL product
in May and quickly realized a penetration of primary
consumer lines of 15% by the end of 2006.

DSL Subscribers

___{in thousands})
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We, as well as all other companies in this industry, are
expertencing continued access line loss in our core
wireline business. We believe there are primarily three
reasons we are experiencing in-Lerritory COnSuImer access
linc eroston. Wireless substitution continues to be the
primary driver and o a lesser extent, consumer
involuntary disconnects and competitive activity. Overall
growth in expansion markets and stability in business
access lines partially offser chis decline. Our ability to
diversify our service revenue and customer base also
allows us to mitigate our ongoing risk. In 2006, more
than half of our total revenue came from business
customers, We continued to maintain business access
lines and actively grew relationships with key enterprise
customers. In addirion, 64% of revenue came from other
areas besides traditional wireline voice. In other words, by
achieving growth in wireless, data, and Technology
Solutions products, we continue to lessen the impact of

lower local voice revenue.




Free Cash Flow
{in millions)
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Strong Financial Condition Resulting in Strong, Stable
Free Cash Flow

In 2006, we delivered $148 million dollars of free cash
flow, which was essentially flat to 2005. Early in the
year, we used a portion of our free cash to complete the
purchase of the 20% interest in Cincinnati Bell Wireless
that was owned by Cingular. The remainder of the free
cash flow was used to reduce our net debt, leaving us
much more secure today and solidifying our financial

position in the furure.

Net Debt
(in millions}
2112 37069 $2.007

I

2004 2005 2006

Investing for the Future

Cincinnati Bell’s 2006 performance positions us for
solid momentum and reinvestment in our business in
2007. We are extremely excited about the growth
opportunities available in our Technology Selutions
segment with increased data center space. We expect to
have the benefic of approximately twenty percent rate of

return on these centers as well as solidify relationships

with large business clients. We will see major
consrruction ar two of our five data centers to meet
current customer demand. When this construction is
complete, we will have one Tier 2 data center and four
Tier 3 darta centers for a total of 177,000 square feet.
Highly scalable fiber optic networks will connect the
Tier 3 darta centers. This architecture allows us to
bundle traditional local data products with next
generation data monitoring, storage and recovery
products for continued growth in recurring services, By
bundling the enterprise space, we will not only grow
data center and managed services, but defend our
traditional wireline services as well as grow our wireless

business with these customers.

Furthermore, our investment in the 3G wireless
network will enable us to support the latest
technological advances in our industry such as
streaming video, as well as manufacture incremental
voice capacity at costs that will approach a near 50%

reduction in capital per minute of use.

In 2007 we also plan to focus resources and efforts to
attack underserved markets, grow expansion markets,

and leverage wireless and wireline interoperability.




Outlook for 2007

On behalf of the Board of Direcrors and the Cincinnati

Bell leadership team, we are proud and pleased of the

achievements of 2006. We believe that by continuing to
focus on the execution of our strategy, Cincinnati Bell is
well positioned to deliver value for the shareholders in

the form of debrt reduction and success-based growth

over time. We are excited about our plans to take
Cincinnati Bell to the next level in 2007. At the same

time, we acknowledge the challenges of operating in .
today’s telecom industry, but are firm in our belief that !
the company must move forward and grow in order to
deliver outstanding products and services for our

customers and continued value for our shareholders.
Commitment and dedication continues to drive our

success and lays the foundarion for consistent

susrainable growth in 2007 and beyond.

Phillip R. Cox
Chairman of the Board

H4

John F. Cassidy
President and Chief Executive Officer

itk o

Brian A. Ross
Chief Financial Officer

Use of Non-GAAP Financial Measures

The report contains information about net debt,
adjusted earnings before interest, taxes, depreciation and
amortization (adjusted EBITDA), free cash flow and
earnings per share excluding special items. These are
non-GAAP financial measures used by Cincinnati Bell
management when evaluating results of operations and
cash flow. Management believes these measures also
provide users of the financial starements with additional
and useful comparisons of current results of operations
and cash flows with past and future periods.
Non-GAAP financial measures should not be construed
as being more important than comparable GAAP
measures. Detailed reconciliations of net debt, adjusted
EBITDA, free cash flow and earnings per share
cxcluding special items to comparable GAAP financial
measures are available in the Investor Relations section

of the company’s Web site, www.cincinnatibell.com.

I Net debr provides a useful measure of liquidity and financial
health. The company defines net debt as the sum of the face
amount of short-term and long-term debt and unamortized
premium and/or discount, offset by cash and cash
equivalents.

2 Adjusted EBITDA provides a useful measure of operational
performance. The company defines adjusted EBITDA as
GAAP operating income plus depreciation, amortization,
restructuring charges, asset impairments and other special
irems. Adjusted EBITDA should not be considered as an
aleernative to comparable GAAP measures of profitability
and may not be comparable with adjusted EBITIDA as
defined by other companies.

]

Free cash flow provides a useful measure of operational
performance, liquidity and financial health. The company
defines free cash flow as SFAS 95 cash provided by (used in)
operating, financing and investing activities, adjusted for the
issuance and repayment of debt and for the proceeds from
the sale or the use of funds from the purchase of business
aperations, Free cash flow should not be considered as an
alternative to net income (loss), operating income (loss),
cash flow from operating activities, or the change in cash on
the balance sheet and may not be comparable with free cash
flow as defined by other companies.

5N

Earnings per share excluding special items provides a useful
measure of operating performance.




Financial Highlights

Year Ended December 31,

{dollars in millions) 2006 2005 2004
Operating Data
Revenue $1,270.1 $1,209.6 $1,207.1
Cost of services and products, selling, general, and administrative,

depreciation and amortization . 955.5 908.0 896.7
Restructuring, asset impairments and other charges, sharcholder claim secdement ' 9.7 42.8 14.8
Gain on sale of broadband assets (7.6) - 3.7
Operating income 3125 258.8 299.3
Minority interest income {0.5) (11.0) (0.5)
Interest expense 162.1 184.4 203.3
Loss on extinguishment of debt 0.1 99.8 -
Net income (loss) $ 863 $ (64.5) $ 642
Financial Position
Property, plant and equipment, net $ 8188 % 800.4 $ 857.7
Toral assets 2,013.8 1,863.3 1,958.7
Long-term debt 2,065.9 2,073.4 2,111.1
Toral debt 2,073.2 2,084.7 2,141.2
Total long-term obligations 2,486.5 2,295.3 2,246.6
Minoriry interest - 28.2 39.2
Shareowners’ deficit {791.6) (737.7) (624.5)

These financial highlights should be read in conjunction with the Conselidated Financial Sratements and *Management’s Discussion and Analysis of Financial
Condition and Results of Operations” included in the company’s Annual Report on Form 10-K included in this document,

Safe Harbor Statement

Certain of the statements and predictions contained in this
report constirute forward-looking statements within the
meaning of the Privare Securities Litigation Reform Act. In
particular, any statements, projections or estimates thar include
or reference the words “believes,” “anticipates,” “plans,”
“intends,” “expects,” “will,” or any similar expression fall within
the safe harbor for forward-looking statements contained in the
Reform Act. Actual results or outcomes may differ macerially
from those indicated or suggested by any such forward-looking
statement for a variety of reasons, including but not limited to,
Cincinnadi Bell's ability to maincain its market position in
communications services, including wireless, wireline and
internet services; general economic trends affeering the purchase
or supply of telecommunication services; world and national

events that may affect the ability to provide services; changes in
the regulatory environment; any rulings, orders or decrees that
may be issued by any court or arbitrator; restrictions imposed
under various credit facilities and debt instruments; work
stoppages caused by labor disputes; and Cincinnati Bell's ability
to develop and launch new products and services. More
information on potential risks and uncertainties is available in
recent filings with the Securities and Exchange Commigsion,
including Cincinnati Bell's Form 10-K repert, Form 10-Q
reports and Form 8-K reports. The forward-looking statements
included in this report represent estimares as of March 14,
2007. Cincinnati Bell anticipates thar subsequent events and
developments will cause its estimates to change,
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CINCINNATI BELL INC.
221 East Fourth Street
Cincinnati, Ohio 45202

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

TO BE HELD MAY 3, 2007

To Our Shareholders:

The 2007 Annual Meeting of Shareholders of Cincinnati Bell Inc. (the “Company™) will be held on
Thursday, May 3, 2007, at 11:00 a.m., Eastern Daylight Savings Time, at the METS Center, 3861 Olympic
Boulevard, Erlanger. Kentucky, for the following purposes:

1. To elect three Class I directors to serve three-year terms ending in 2010;

2. To ratify the appointment of Deloitte & Touche LLP as the independent registered public accounting
firm to audit the financial statements of the Company for the year 2007,

3. To approve the Cincinnati Bell Inc, 2007 Long Term Incentive Plan:
4. To approve the Cincinnati Bell Inc. 2007 Stock Option Plan for Non-Employee Directors; and
5. To consider any other matters that may properly come before the meeting.

The Board of Directors has established the close of business on March 5, 2007 as the record date (the
“Record Date™) for determining the shareholders entitled to notice of. and to vote at, the Annual Meeting or any
adjournment or postponement of the Annual Meeting. Only shareholders of record at the close of business on the
Record Date are entitled to vote on mallers to be presented at the Annual Meeting.

YOUR VOTE IS IMPORTANT. PLEASE READ THE ENCLOSED MATERIAL AND VOTE YOUR
SHARES. YOU CAN VOTE VIA THE INTERNET. BY TELEPHONE, OR BY MAILING YOUR
COMPLETED AND SIGNED PROXY CARD OR VOTING INSTRUCTION CARD IN THE ENCLOSED
POSTAGE-PAID ENVELOPE. IF YOU ARE THE SHAREHOLDER OF RECORD FOR YOUR SHARES,
YOU CAN ALSO VOTE AT THE ANNUAL MEETING.

Your prompt response will also help reduce proxy costs and will help you avoid receiving follow-up
telephone calls or mailings. Voting via the Internet or by telephone will help reduce proxy costs even further,

We have enclosed the Proxy Statement with this notice of the Annual Meeting,.

By Order of the Board of Directors

Christopher J, Wilson
General Counsel and Secretary

March 14, 2007
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CINCINNATI BELL INC.
221 East Fourth Street
Cincinnati, Ohio 45202

PROXY STATEMENT

For the Annual Meeting of Shareholders
to be held on Thursday, May 3, 2007

This Proxy Statement and the accompanying proxy card or voting instruction card are furnished to the
shareholders of Cincinnati Bell Inc., an Ohio corporation (the “Company”), in connection with the solicitation of
proxies by the Board of Directors for use at the 2007 Annual Meeting of Shareholders. The Annual Meeting will
be held on Thursday, May 3, 2007, at 11:00 a.m., Eastern Daylight Savings Time, at the METS Center, 3861
Olympic Boulevard, Erlanger, Kentucky. The combined Notice of Annual Meeting of Shareholders, Proxy
Statement and the accompanying proxy card or voting instruction card, the Company’s Annual Report on Form
10-K for the year ended December 31, 2006 and the Company’s Summary Annual Report 2006 is first being
mailed to the shareholders on or about March 23, 2007.

The Company’s Board of Directors has established the close of business on March 5, 2007 as the record
date (the “Record Date™) for determining shareholders entitled to vote at the Annual Meeting or any adjournment
or postponement of the Annual Meeting. Only shareholders of record at the close of business on the Record Date
will be entitled to vote on matters to be presented at the Annual Meeting.

The agenda for the Annual Meeting is as foliows:
1. To elect three Class I directors to serve three-year terms ending in 2010;

2. To ratify the appointment of Deloitte & Touche LLP as the independent registered public accounting
firm to audit the financial statements of the Company for the year 2007,

3. To approve the Cincinnati Bell Inc. 2007 Long Term Incentive Plan;
4. To approve the Cincinnati Bell Inc. 2007 Stock Option Plan for Non-Employee Directors; and

5. To consider any other matters that may properly come before the meeting.

PLEASE VOTE — YOUR VOTE IS IMPORTANT




Cincinnati Bell Inc. is a full-service local provider of data and voice communications services and
equipment and a regional provider of wireless and long distance communications services. The Company
provides telecommunications services on its owned local and wireless networks with a well-regarded brand name
and reputation for service,

QUESTIONS AND ANSWERS ABOUT THE PROXY MATERIALS AND THE ANNUAL MEETING

: Why am 1 receiving these proxy materials?

A: The Company’s Board of Directors (the “Board™) is providing these proxy materials to you in connection with
the Annual Meeting of Shareholders, which will take place on May 3, 2007. As a shareholder, you are invited to
attend the meeting and are entitled to vole on the proposals described in this Proxy Statement.

(Q: What information is contained in the package of materials that I received?

A: This combined Proxy Statement, Annual Report on Form 10-K for the year ended December 31, 2006, which
includes our 2006 consolidated financial statements, and Summary Annual Report 2006 includes information
relating to the proposals to be voted on at the meeting, the voting process, the compensation of directors and
certain officers, and certain other information required by the rules and regulations of the Securities and
Exchange Commission (the “SEC”) and the rules and listing standards of the New York Stock Exchange (the
“NYSE"). Also enclosed is a proxy card or voting instruction card for your use in voting.

Q: What proposals will be voted on at the meeting?

A: There are currently four proposals scheduled to be voted on at the meeting: the election of three Class 11
directors to serve three-year terms ending in 2010; the ratification of the appointment of Deloitte & Touche LLP,
the member firms of Deloitte Touche Tohmatsu, and their respective affiliates (collectively, “Deloitte & Touche
LLP™) as the independent registered public accounting firm (“Independent Accountants™) to audit the financial
statements of the Company for the year 2007; the approval of the Cincinnati Bell Inc. 2007 Long Term Incentive
Plan; and the approval of the Cincinnati Bell Inc. 2007 Stock Option Plan for Non-Employee Directors.

(Q: What is the Board of Directors’ voting recommendation?

A: The Board recommends that you vote your shares “FOR” each of the nominees to the Board, “FOR” the
ratification of the appointment of Deloitte & Touche LLP as Independent Accountants to audit the financial
statements of the Company for the year 2007, “FOR” the approval of the Cincinnati Bell Inc. 2007 Long Term
Incentive Plan, and “FOR™ the approval of the Cincinnati Bell Inc. 2007 Stock Option Plan for Non-Employee
Directors.

Q: What shares can I vote?

A: You may vote all Company common shares and 634% Cumulative Convertible Preferred Shares that you own
as of the close of business on the Record Date. These shares include: (i) shares held directly in your name as the
shareholder of record, including common shares purchased through the Cincinnati Bell Employee Stock Purchase
Plan; (ii) shares held by a Company employee or director plan that have been credited to your account under such
plans; and (iii} shares held for you as the beneficial owner through a broker or other neminee.

Q: What is the difference between holding shares as a shareholder of record and as a beneficial owner?

A: Many Cincinnati Bell shareholders hold their shares through a broker or other nominee rather than directly in
their own name. As summarized below, there are some distinctions between shares held of record and those
owned beneficially.

Shareholder of Record

If your shares are registered directly in your name with Cincinnati Bell’s transfer agent, Computershare
Investor Services, LLC, you are considered the shareholder of record for those shares, and Cincinnati Bell is

2




sending these proxy materials directly 10 you, As a shareholder of record, you may grant your voting proxy
directly to Cincinnati Bell to vote your shares or you may vole your shares in person at the meeting. Cincinnati
Bell has enclosed a proxy card for your use in voling by proxy.

Beneficial Owner

If your shares are held in a stock brokerage account or by another nominee (including a Company employee
or director plan), you are considered the beneficial owner of shares held in strect name, and your broker or
nominee is considered to be the shareholder of record. If you are a beneficial owner, your broker or nominee has
forwarded these proxy materials to you. As the beneficial owner, you may direct your broker or nominee to vote,
Your breker or nominee has provided a voting instruction card for you to use in directing the broker or nominee
on how 1o vote your shares. You are also invited to attend the Annual Meeting. However, since you are not the
shareholder of record, you may not vote these shares in person at the meeting unless you obtain a signed proxy
from the record holder giving you the right to vote the shares.

Q: How can I vote my shares at the meeting?

A: Shares held directly in your name as the sharcholder of record may be voted in person at the Annual Meeting.
If you choose to attend the meeting and vote in person, please bring the enclosed proxy card and proof of
identification. Shares you hold beneficially, in street name or credited 1o your account under a Company
employee or director plan, cannot be voted at the Annual Meeting unless you obtain a signed proxy from the
shareholder of record authorizing you to vote these shares at the Annual Meeting.

Q: How can I vote my shares without attending the meeting?

A: Whether you hold shares directly as the shareholder of record or beneficiaily in street name or credited to your
account under a Company employce or dircctor plan, you may direct your vote without attending the meeting,
For shares held directly as the shareholder of record, you may vote by granting a proxy. For shares held in street
name, you may vote by submitting voting instructions to your broker or nominee. For shares credited to your
account under a Company employee or director plan managed by Fidelity Management Trust Company
(“Fidelity™), you may vote by providing voting instructions to Fidelity as described on page 4. You may alse vote
via the Internet or by telephone. Please refer to the summary instructions below und those included on your proxy
card or voting instruction card.

Via the Internet — If you have Internet access, you may submit your vote from any location by following
the “Vote by Iaternet” instructions on your proxy card or voting instruction card.

By telephone — If you live in the United States or Canada, you may submit your vote by foilowing the
“Vote by Phone” instructions on the proxy card or voting instruction card.

By mail — You may vote by mail by completing and signing your proxy card or voting instruction card and
mailing it in the accompanying enclosed, pre-addressed postage-paid envelope.

Q: Can I change my vote?

A: Yes. You may change your voting instructions at any time prior to the vote at the Annual Meeting. For shares
you hold as the shareholder of record, you may change your vote by either: (i) granting a new proxy bearing a
later date (which automatically revokes the earlier proxy): (i) notifying the Company’s Secretary in writing that
you want to revoke your earlier proxy: or (iii) attending the Annual Meeting. giving notice of your proxy
revocation in open meeting and voting in person. Pleasc note that in order to revoke your previously granted
proxy at the Annual Meeting, you must specifically request the revocation of your previous proxy. For shares
held beneficially by you in street name, you may change your vote by submitting new voting instructions to your
broker or nominee. For shares which are credited to your account under a Company employee or director plan,
you may change your vote by providing new voting instructions to Fidelity.

Q: How do I vote for the proposals?

A: For the election of directors, you may vote “FOR™ all of the nominees, or you may withhold your vote with
respect 10 one or more of the nominees. For the ratification of the appointment of Deloitte & Touche LLP as

3




Independent Accountants to audit the financial statements of the Company for the year 2007, you may vote
“FOR" the proposal. you may vote against the proposal or you may abstain from voting with respect to the
proposal. For the approval of the Cincinnati Bell Inc. 2007 Long Term Incentive Plan, you may vote “FOR” the
propasal, you may vote against the proposal or you may abstain from voting with respect to the proposal. For the
approval of the Cincinnati Bell Inc. 2007 Stock Option Plan for Non-Employee Directors, you may vote “FOR”
the proposal, you may vote against the proposal or you may abstain from voting with respect io the proposal. To
do so. you must {ollow the instructions on your proxy card or voting instruction card or, if voting via the Internet
or by phone, by following the instructions when prompted. If you sign your proxy card or broker voting
instruction card and do not provide instructions concemning your vote, your shares will be voted in accordance
with the recommendation of the Board, as described in “What is the Board of Directors’ voting
recommendation?” on page 2. If you have shares credited to your account under a Company employee or director
plan managed by Fidelity. follow the instructions below,

Q: If 1 own shares through a Company employee or director plan managed by Fidelity, how will my shares
be voted?

A: If you are a participant in the Cincinnati Bell Inc. Executive Deferred Compensation Plan, Cincinnati Bell Inc.
Retirement Savings Plan, Cincinnati Bell Inc. Savings and Security Plan, or Cincinnati Bell Inc. Deferred
Compensation Plan for Quiside Directors, you huve the right to direct Fidelity to vote any Company shares
credited to your account. For director nominations, you should follow the instructions on your proxy card. If no
direction is made, or, if you vote by mail and your proxy card is not signed or has not been received by close of
business on May 2, 2007. the shares credited to your account will not be voted.

(Q: What is the voting requirement to approve the proposals?

A: In the election of directors, the three persons receiving the highest number of “FOR” votes will be elected. For
the ratification of the appointment of Deloitte & Touche LLP as Independent Accountants to audit the financial
statements of the Company for the yeidr 2007, if the proposal receives a majority of “FOR” votes, the proposal
will pass. For the approval of the Cincinnati Bell Inc. 2007 Long Term Incentive Plan, if the proposal receives a
majority of “FOR” votes, the proposal will pass. For the approval of the Cincinnati Bell Inc. 2007 Stock Option
Plan for Non-Employee Directors, if the proposal receives a majority of “FOR™ votes, the proposal will pass.
With the exception of the election of directors, abs_teniions will count as votes against the proposal. If you are a
beneficial owner and do not respond to your broker’s or nominee’s request (or in the case of shares credited to
your account under a Company employee or director plan, at Fidelity’s request) for voting instructions or do not
sign your voting instruction card, your shares will constitute broker non-votes, as described in “What is the
quorum requirement for the meeting?” on page 5. In tabulating the voting result, broker non-votes are not
considered entitled to vote. There are no cumulative voting rights for either the common shares or 6%1%
Cumulative Convertible Preferred Shares.

Q: What does it mean if I receive more than one proxy card or voting instruction card?

A: It means your shares are registered differently or dre in more than one account. Please provide voting
instructions for all proxy and voting instruction cards you receive.

: Where can | find the voting results of the meeting?

A: We will announce preliminary voting results at the meeting and publish final results in our Quarterly Report
on Form 10-Q for the first quarter of fiscal year 2007.

Q: What happens if additional proposals are presented at the meeting?

A: Other than the proposals described in this Proxy Statement, we do not expect any maiters to be presented for a vote
at the Annual Meeting. If you grant a proxy. the persons named as proxy holders. Alex Shumate, David B. Sharrock
and Daniel J. Meyer. will have the discretion to vote your shares on any additional matters properly presented for a
vote at the meeting. If for any unforeseen reason any of the nominees are not available as a candidate for director, the
persons named as proxy holders will vote your proxy for such other candidate or candidates as may be nominated by
the Bourd of Directors.




Q: What classes of shares are entitled to be voted?

A: Each common share and each 6 ¥4% Cumulative Convertible Preferred Share outstanding as of the close of
business on the Record Date is entitled to vote on all items being voted upon at the Annual Meeting. You are
entitled to one vote for each common share and one vote for each 6349 Cumulative Convertible Preferred Share
you own of record on the Record Date, or to provide instructions on how to vote such shares in which you have a
beneficial interest. The 63%4% Cumulative Convertible Preferred Shares will vote with the commeoen shares as one
class on each of the proposals described in this Proxy Statement. On the Record Date, we had 247,620,311
common shares and 155,250 6 ¥4% Cumulative Convertible Preferred Shares issued and outstanding.

Q: What is the quorum requirement for the meeting?

A: The quorum requirement for holding the meeting and transacting business is the presence, in person or by
proxy, of a majority of the common and preferred shares issued and outstanding and entitled to vote at such
meeting, However, even if a quorum is present, if any particular action requires other than a simple majority of
the quorum under either the faw, the Company’s Amended Articles of Incorporation or the Company’s Amended
Regulations, that particular action will not be approved unless the required percentage of affirmative votes has
been obtained,

Both abstentions and broker non-votes are counted as present for the purpose of determining the presence of
a quorum. Abstentions are also counted as shares present and entitled to be voted. Broker non-votes, however,
are not counted as shares present and entitled to be voted with respect to the matter on which the broker has
expressly not voted. Thus, broker non-votes will not affect the outcome of any of the matters being voted upon at
the meeting.

Q: Who will count the votes?

A A representative of Computershare Investor Services, LLC, the Company’s transfer agent and registrar, will
1abulate the votes and act as the inspector of election.

Q: Is my vote confidentiat?

A: Proxy instructions, ballots and voting tabulations that identify individual shareholders are handled in a manner
that protects voting privacy. Your vote will not be disclosed either within the Company or to third parties except
(1) as necessary to meet applicable legal requirements, (ii) to allow for the tabulation of votes and certification of
the vote, or (iii} to facilitate a successful proxy solicitation by the Board. Occasionally, shareholders provide
written comments on their proxy card, which are forwarded to Cincinnati Bell’s management.

Q: Who will bear the cost of soliciting votes for the meeting?

A: The Company is making this solicitation and will pay the entire cost of preparing, assembling, printing,
mailing and distributing these proxy materials. If you choose to access the proxy materials andfor vote via the
Internet, you are responsible for any Internet access charges you may incur. In addition to the mailing of these
proxy materials, the solicitation of proxies or votes may be made in person, by telephone or by electronic
communication by our directors, officers and employees, who will not receive any additional compensation for
such solicitation activities, We hired Georgeson Inc. to assist us in the distribution of proxy materials and the
solicitation of votes. We will pay Georgeson Inc. a fee of $10,000 plus expenses for these services. We will also
reimburse brokerage houses and other nominees for their reasonable out-of-pocket expenses for forwarding
proxy and solicitation materials to shareholders.

Q: What percentage of the Company’s issued and outstanding voting shares do our directors and
executive officers beneficially own?

A: Our directors and executive officers owned approximately 3.7% of our voting shares as of the Record Date.
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Q: Do any of our shareholders hold more than 5% of the issued and outstanding shares of any class of the
Company’s voting stock?

A: As of the Record Date, Barclay Global Investors, N.A. is the only entity that indicated it held more than 5% of
the issued and outstanding common shares of the Company. See page 34 for more details on number of shares
owned and percentage ownership as of the Record Date or an earlier date, if indicated.

QQ: What is householding?

A: Householding is a process that allows the Company to reduce costs and increase efficiencies by mailing only
one copy of Company communications, such as this Proxy Statement, to multiple shareholders who reside at the
same household mailing address. If you and other shareholders at the same household mailing address are
currently receiving only one copy of Company communications at your mailing address but would like to receive
separate copies, please see the instructions on page 65. If you and other shareholders at the same mailing address
are currently receiving multiple copies of Company cormmunications but would like to participate in our
householding program, please see the instructions on page 65.




BOARD STRUCTURE AND CORPORATE GOYERNANCE

Our business, property and affairs are managed under the direction of our Board, Members of our Board are
kept informed of our business through discussions with our President and Chief Executive Officer and other
officers, by reviewing materials provided to them, by visiting our offices and by participating in meetings of the
Board and its committees.

General Information and Corporate Governance

The Company’s Regulations provide that the Board shall consist of ot less than nine nor more than 17
persons, with the exact number 10 be fixed and determined by resolution of the Board or by resolution of the
shareholders at any annual or special meeting of shareholders. The Board has determined that the Board shall
consist of 10 members. With the resignation of Carl Redfield in Novermber 20006, the Board currently has nine
members and one vacancy. Mr. Redfield’s position as a Class I director will remain vacant as the Company
conducts its search to fill his vacancy. Any vacancy may be filled by the Board in accordance with law and the
Company’s Regulations for the remainder of the full term of the vacant directorship. The Board may fill this
vacancy at any lime.

Our Board currently has the following four committees: (i) Audit and Finance Committee,
(i} Compensation Committee, (iii} Governance and Nominating Committee, and (iv) Executive Commitiee. The
members and function of each committee are described below. During fiscal year 2006, the Board held 12
meetings, and no director attended less than 75% of all Board and applicable committee meetings during the
period in which he or she served as a director.

Under the Company’s Corporate Governance Guidelines, directors are expected to attend the Annual
Meeting of Shareholders. All of the directors attended the 2006 Annual Meeting of Shareholders, except for
Mr. Byrnes.

For information on how to obtain a copy of the Company’s Corporate Governance Guidelines, please see
page 63.

Evaluation of Director Independence

In accordance with the rules and listing standards of the NYSE and the Company’s Corporate Governance
Guidelines (see page 65 for information on how to obtain a copy), the Board affirmatively evaluates and
determines the independence of each director and each nominee for election. Based on an analysis of information
supplied by the directors, the Board evaluated whether any director has any material relationship with the
Company, either directly, or as a partner, sharcholder or officer of an organization that has a relationship with the
Company that might cause a conflict of interest in the performance of a director’s duties,

In particular, the Board considered the fact that the Company has been a party to transactions in the ordinary
course of business with Cisco Systems, Inc. and The Procter & Gamble Company. A member of the Board in
2006 served in an executive capacity at each of those companies: Mr. Carl Redfield at Cisco Systems, Inc. and
Mr. Bruce Byrnes at The Procter & Gamble Company. The Board believes that these transactions were entered
into in the ordinary course of business under competitive marketplace conditions and on terms that were
reasonable and in the best interests of the Company. The Board further believes that the transactions accounted
for less than 2% of the annual gross revenues of Cisco Systems, Inc. and The Procter & Gamble Company,
respectively, The Board has determined that neither Mr. Byrnes nor Mr. Redfield received any direct or indirect
material benefit from such transactions.

Based on these standards, the Board determined that each of the following persons who served as a
non-employee director in 2006 is independent and either has no relationship or only an immaterial relationship
{e.g, Messrs. Byrnes and Redfield) with the Company, except as a director and stockholder:

* Bruce L. Byrnes * Philiip R. Cox * Robert W. Mahoney
* Daniel J. Meyer * Michael G. Morris ¢ Carl Redfield
* David B. Sharrock ¢ Alex Shumate * John M. Zrno




In addition, based on these standards, the Board determined that John F. Cassidy is not independem because
he is the President and Chief Executive Officer of the Company.
Executive Sessions of Non-Management Directors

The non-management directors of the Company meet in executive session without management present at
each regularly scheduled meeting of the Board. Mr. Cox presides at the meeting of the non-management
directors.

Committees of the Board

The following table sets forth the membership of the committees of the Board for 2006:

Audit and Governance and
Name of Director Finance = Compensation Nominating Executive
Non-Employee Directors (a)
Bruce L. Byrnes ........... e * * (Chair) - F
PhillipR.Cox ... * * * *# (Chair)
Robert W, Mahoney .. ..., ... .. it * *
Daniel . Meyer . ... . ... .. . . .. . * (Chair) *
Michael G. Morris . ......... [P, *# (Chair) * *
David B. Sharrock . ... ... .. ... * ‘
Alex Shumate . ... ...
JohnM.Zrno ... *
Employee Director
JohnF. Cassidy ...... . e ' *
Former Director (a)
CarlRedfield ... ... it * (b) * (b)

(a} Ail Non-Employee Directors and Mr. Redfield were determined by the Board to be independent directors.
{b) Mr. Redfield served on the designated committees until his resignation in November 2006.

Audit and Finance Committee: The Audit and Finance Committee consists of four persons, none of whom
is an officer of the Company. Prior to his resignation in November 2006, Mr. Redfield also served on this
committee. The Audit and Finance Committee held nine meetings during 2006. The purpose of the Audit and
Finance Committee is, among other things, to assist the Board of Directors in its oversight of (i) the integrity of
the financial statements of the Company, (ii} the Company’s compliance with legal and regulatory requirements,
(iii) the independence and qualifications of the independent auditor, and (iv) the performance of the Company’s
internal audit function and independent auditors. To this end. the Audit and Finance Committee meets in
executive session with its own members, and may also meet separately with the Independent Accountants, the
Company’s internal auditors, General Counsel or members of management. The Audit and Finance Committee
Charter provides a more detailed description of the responsibilities and duties of the Audit and Finance
Committee. For information on how to obtain a copy of the Audit and Finance Committee Charter, please see
page 65.

In performing its duties, the Audit and Finance Committee meets as often as necessary and at least once
each calendar quarter with members of management, the Company's internal audit staff and the Independent
Accountants. An agenda for each such meeting is provided in advance to the members of the Audit and Finance
Committee.

The Board determined that each member of the Audit and Finance Committee satisfies the independence
requirements of the rules and regulations of the SEC and the independence and other requirements of the rules
and listing standards of the NYSE. No member of the Audit and Finance Committee serves on the audit
committees of more than three public companies. In addition, the Board determined that Daniel J. Meyer, Robert
W. Mahoney and John M. Zmo are audit committee financial experts as defined in the regulations of the SEC
and that each member of the Audit and Finance Committee is financially literate as defined by the rules and
listing standards of the NYSE,




______

Compensation Commirtree: The Compensation Committee consists of five persons, none of whom is an
officer, The Compensation Committee held five meetings during 2006. The Compensation Coimitteée is
responsible for, among other things, ensuring that directors and certain key executives are effectively and
competitively compensated in terms of base compensation and short- and long-terr;l incentive compensation and
benefits. In addition, the Compensation Committee evaluates the performance of the Chief Executive Officer and
reviews with management the succession planning process for key executive positions. The Compensation
Committee Charter provides a more detailed description of the responsibilities and duties of the Compensation
Committee. For information on how to obtain a copy of the Compensation Committee Charter, please see

page 63.

In performing its duties, the Compensation Committee meets at least three times each calendar year. The
Compensation Committee also meets separately with the Company’s Chief Executive Officer and other corporate
officers, as it deems appropriate, to establish and review the performance criteria and compensation of the
Company’s executive officers. An agenda for each meeting is provided in advance to the members of the Vs

Compensation Committee,

The Board determined that each member of the Compensation Committee satisfies the independence
requirements of the rules and listing standards of the NYSE.

Governance and Nominating Committee: The Governance and Nominating Commiittee currently consists of
six persons, none of whom is an officer. Prior 1o his resignation in November 2006, Mr. Redfield also served on

s

this committee. The Governance and Nominating Committee held five meetings during 2006. The Governance 3
- - - - - - . - - -

and Nominating Committee, among other things, identifies individuals to become members of the Board, 4
periodically reviews the size and composition of the Board, evaluates performance of Board members, makes 7
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recommendations regarding the determination of a director’s indcpendence, recommends committee
appointments and chairpersons to the Board, periodicalty reviews and recommends to the Board updates io the
Company’s Corporate Governance Guidelines and related Company policies and oversees an annual evaluation
of the Board and its commitiees. The Governance and Nominating Committee Charter provides a more detailed
description of the responsibilities and duties of the Governance and Nominating Committee. For information on
how to obtain a copy of the Governance and Nominating Committee Charter, please see page 63.
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In performing its duties, the Governance and Nominating Committee meets at least four times each calendar
year. The Chairman of the Board, the Chief Executive Officer and the Secretary of the Company typically attend
the meetings of the Governance and Nominating Committee. An agenda for each such meeting is provided in
advance to the members of the Governance and Nominating Committee.

The Board determined that each member of the Governance and Nominating Committee satisfies the
independence requirements of the rules and listing standards of the NYSE.

Executive Committee: The Executive Commitiee consists of five persons, one of whom is the President and
Chief Executive Officer of the Company. The Committee held one meeting during 2006. The Executive
Committee acts on behalf of the Board in certain matters when necessary during the intervals between Board

meetings. &

Director Nominations

The Governance and Nominating Committee will consider director candidates recominended by
shareholders. The Governance and Nominating Committee did not receive, and therefore did not consider, any
recommendations for director candidates for the 2007 Annual Meeting by any shareholder who beneficially
owned greater than 3% of the Company’s outstanding Common Shares.

The Governance and Nominating Committee uses the following process to identify and evaluate director
nominee candidates. Any qualified individual or group, including sharcholders, incumbent directors and
members of top management, may al any time propose a candidate to serve on the Board. Background
information on proposed candidates is forwarded to the Governance and Nominating Committee. The
Governance and Nominating Committee reviews forwarded materials relating to prospective candidates in the
event of a director vacancy. A candidate selected from the review is interviewed by each member of the
Governance and Nominating Committee, unless the member waives the interview requirement. 1f approved by
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the Governance and Nominating Committee, the candidate will be recommended to the full Board for
consideration. The Governance and Nominating Committee evaluates shareholder-recommended candidates in
the same manner as it evaluates all other candidates.

The sclection criteria for board members includes the following:
* established leadership reputation in his or her field;

* recognition for good business judgment;

* active in business;

* knowledge of business on a national/global basis;

* high ethical standards;

* familiarity with the field of telecommunications services;

* commitment to board/committee meeting attendance; and

* contribution to gender, racial and/or geographical diversity of Board.




DIRECTOR COMPENSATION

Director Compensation Arrangements

The Company uses a combination of cash and stock-based incentive compensation to attract and retain
qualified candidates to serve on the Board. In setting director compensation, the Company considers the
significant amount of time that Directors spend in fulfilling their duties to the Company as well as the skill-level
required.

Compensation for Employee Direciors

Directors who are also employees of the Company {or any subsidiary of the Company) receive no additional
compensation for serving on the Board or its committees.

General Compensation Policy for Non-Employee Directors

Directors who are not employees of the Company or any subsidiary of the Company (“non-employee
directors”) receive a $30,000 annual retainer plus $2,000 for each Board and committee meeting attended. The
chairperson of the Audit and Finance Committee receives a $15,000 annual retainer, and the chairpersons of the
Governance and Nominating Committee and the Compensation Committee receive a $5,500 annual retainer. The
members of the Audit and Finance Committee receive a $5,000 annual retainer and members of each of the
Compensation Commirtee and the Governance and Nominating Committee receive a $2,500 annual retainer. In
addition to the applicable retainers and meeting fees described above, Mr. Cox, Chairman of the Board, also
receives an additional director fee determined by the Board annually ($180,000 for 2006) for his service as
Chairman.

Non-Employee Directors Deferred Compensation Plan

The Cincinnati Bell Inc, Deferred Compensation Plan for Qutside Directors (the “Directors Deferred
Compensation Plan”) currently allows each non-employee director of the Company to choose to defer receipt of
all or a part of his or her director fees and annual retainers and to have such deferred amounts credited to an
account of the director under the plan. A non-employee director may also choose to have such deferrals assumed
to be invested among a number of investment options that are designated for this purpose by the Compensation
Committee of the Board, and his or her account under the plan is adjusted by the investment returns that would
result if such amounts were assumed to be invested in the investment options that he or she chooses. A
non-employee director is fully vested in the amounts that are credited to his or her account under the plan
pursuant to the rules described in this paragraph.

In addition, each non-employee director of the Company on January 3, 2006 and January 3, 2007 had his or
her account under the Directors Deferred Compensation Plan credited on such date with an amount equal to the
value of 6,000 common shares of the Company. Subject to future changes in the plan, each non-employee
director of the Company may, in the discretion of the Board, also have his or her account under the plan credited
on any date after January 1, 2007 with an amount equal to the value of a number of Company common shares
determined by the Board. The Board will exercise its discretion in crediting amounts to the plan accounts of the
non-employee directors with the intent that such credits, together with other compensation that either is paid in
the form of common shares or has its value determined in relation to the value of common shares (such grants
and such other compensation referred to as “Company equity-based compensation”), provide Company equity-
based compensation for the Company’s non-employee directors that each year is approximately equal to the
median level of the value of equity-based compensation provided by a group of comparable peer group
companies to such other companies’ non-employee directors. A non-employee director’s account under the plan
is also adjusted by the investment returns that would result if such amounts were assumed to be invested
exclusively in common shares. A non-employee director will generally be vested in the amounts credited to his
or her account under the plan pursuant to the rules described in this paragraph only if he or she completes at least
five years of active service as a non-employee director of the Company (with a fraction of a year of service as a
non-employee director being rounded up or down to the nearest whole year) or if he or she dies while a member
of the Board.
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A non-employee director of the Company who served as a non-employee director prior to 2007 may also
have had additional amounts credited to his or her account under the Directors Deferred Compensation Plan
based on his or her deferral of director fees and annual retainers for years before 2007 or on other extra amounts
that were credited by the Company to his or her account under the plan prior to such year. The portion of a
non-employee director’s account under the plan that is attributable to such pre-2007 credited amounts is also
adjusted by the investment returns that would result if such amounts were assumed to be invested in investment
options that he or she chooses, in common shares or in other investments, depending on the particular credits that
are involved.

Other than for certain circumstances described below and subject to future changes in the Directors Deferred
Compensation Plan, a noun-employee director of the Company can, if he or she complies with specific election rules
and procedures set forth in or adopted under the plan and with the requirements of applicable law (including the
American Jobs Creation Act of 2004, which generally applies to any compensation of a non-employee director that
is credited to his or her account under the plan in 2005 or any later year), elect that the vested amounts credited to
his or her account under the Directors Deferred Compensation Plan will not be received by him or her (and thereby
generally will not be subject to federal income tax) until after he or she has ceased to be a member of the Board or
until a specific year he or she chooses that is not earlier than the year in which the sixth anniversary of his or her
deferral election occurs. He or she generally may also elect to have the vested amounts credited to his or her plan
account, when they are to be paid, distributed in a lump sum or in up to ten annual installments.

Each payment made to a non-employee director of the vested amounts credited to his or her account under
the Directors Deferred Compensation Plan is made in the form of cash to the extent such amounts are deemed to
be invested under the plan other than in common shares and will be distributed in the form of commeon shares to
the extent such amounts are deemed to be invested under the plan in such shares; except that (1) the vested
portion of his or her account under the plan that is attributable to the annual crediis that are or have been made to
his or her plan account for serving as a member of the Board and (ii) the value of any vested amount that is
deemed to be invested in a fractional common share will, in each such case, only be paid in cash.

The Company will reimburse a non-employee director for all reasonable commissions or similar costs he or
she incurs in selling any commeon shares he or she receives under the Directors Deferred Compensation Plan, or
make arrangements to permit the director to have such shares sold without commissions or similar fees charged
to him or her, if the director wants to sell such shares shortly (generally within two weeks) after he or she
receives them.

The Directors Deferred Compensation Plan provides three exceptions to the rules regarding the timing of
distributions of a non-employee director’s account under the plan: (i) in the event of a change in control of the
Company; (ii) at the election of the non-employee director in the event of severe financial hardship; and (iii) at
the election of the non-employee director if he or she agrees to certain forfeitures and restrictions (although,
under the American Jobs Creation Act of 2004, this final exception cannot apply to amounts attributable to
compensation credited on or after January 1, 2005 to a non-employee’s account under the plan).

Until paid, all amounts credited to a non-employee director’s account under the Directors Deferred
Compensation Plan are not funded or otherwise secured, and all payments under the plan are made from the
seneral assets of the Company.

The Directors Deferred Compensation Plan must comply with the requirements of the American Jobs
Creation Act of 2004 in order to retain its ability to defer federal income tax on certain amounts credited to a
non-employee director’s account under the plan. The Company has amended the plan to meet the requirements of
the American Jobs Creation Act of 2004, and will make further amendments as necessary to comply with the
regulations adopted by the IRS to implement the Act.

Non-Employee Directors Stock Option Plans

Prior to 2007, the Company granted its non-employee directors stock options to purchase common shares
under the Cincinnati Bell Inc. 1997 Stock Option Plan for Non-Employee Directors (the “1997 Directors Stock
Option Plan™). Pursuant to the current terms of such plan, each non-employee director of the Company, in the
discretion of the Board, may have been granted on or after January 1, 2006:

* a stock option for a number of common shares (as determined by the Board) on the first day of his or her
initial term of office as a non-employee director of the Company; and
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* a stock option for a number of common shares (as determined by the Board) on the date of each annual
meeting, if such director first became a non-employee director of the Company before the date of such
annual meeting and continues in office as a non-employee director after such meeting,

On the date of the 2006 Annual Meeting, each non-employee director in office prior to such annual meeting
received a stock option grant for 9,000 common shares.

The Board will exercise its discretion in granting such options on and after January 1, 2006 with the intent
that such grants, together with other Company equity-based compensation, provide Company equity-based
compensation for the Company’s non-employee directors that each year is competitive with the value of equity-
based compensation provided by comparable companies to their non-employee directors.

A non-employee director of the Company who served as a non-employee directer prior to 2007 may also
have had additional stock options granted to him or her before 2007 under the 1997 Directors Stock Option Pian,

Each stock option granted to a non-employee director under the 1997 Directors Stock Option Plan requires
that, upon the exercise of the option, the price to be paid for the common shares that are being purchased under
the option will be equal to 100% of the fair market value of such shares as determined at the time the option is
granted.

With certain exceptions provided in the 1997 Directors Stock Option Plan, a non-employee director of the
Company who is granted an option under the plan generally will have ten years from the date of the grant of the
option to elect to exercise the option.

No awards will be granted under the 1997 Directors Stock Option Plan after April 28, 2007,

The Company is seeking shareholder approval of the Cincinnati Bell Inc. 2007 Stock Option Plan for
Non-Employee Directors, a new plan to replace the 1997 Directors Stock Option Plan. For more information
about the material terms of the Cincinnati Bell Inc. 2007 Stock Option Plan for Non-Employee Directors, see
discussion on page 30.

Actual Director Compensation in 2006 Fiscal Year

The following table shows the compensation paid to our non-employee directors for the 2006 fiscal year.

Director Compensation for Fiscal 2006

Fees
Earned
or Paidin  Stock Option
Cash Awards  Awards Total

Name ($) (a) 3 (b) ($) (%)

Bruce L. Byrnes ... ........ ... .. ... . . .. . . .. 81,000 22,359 12057 115416
PhilipR.Cox ... ... ... ... .. .. . . . .. ... ..., 287,000 44,940 12,057 343,997
Robert W. Mahoney ............................ .. 91,500 14,493 12,057 118,050
DunielJ. Meyer ........... ... .. 104,500 42473 12,057 159,030
Michael G. Morris ................. ... ... ... .. ... 78,750 20.185 12,057 110,992
David B.Sharreck . ... ... ... ... . . . 68,750 44940 12057 125,747
Alex Shumate ........ .. ... ... ... ... .. ... . ..., 64,500 8226 12,057 84,783
John M. Zrno ... ... 87,500 42473 12,057 142,030
Carl Redfield (Resigned) . ....... ... ... ......... 76,500 40,800 12,057 129,357

(a) Board fees included deferred compensation during 2006 for those directors who deferred some or all of their
cash retainer/fees,

{b) The values reflect the FAS 123(R) expense the Company recorded in 2006. Each non-employee director had
his account under the Directors Deferred Compensation Plan credited with an amount equal to the value of
6.000 common shares of the Company on January 3, 2006. The closing price of the Company’s stock on
January 3, 2006 was $3.47. The values also reflect an increase resulting from the change in the Company’s
closing stock price of $3.51 at December 31, 2005 to $4.57 at December 31 . 2006, All directors, except for
Messrs. Byrnes, Mahoney, Morris, and Shumate, are 100% vested in these awards.
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COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

During fiscal 2006, the members of the Compensation Committee included Messrs. Byrnes, Cox, Meyer,
Morris and Sharrock. None of the Compensation Committee’s current members has at any time been an officer
or employee of the Company. None of the Company’s executive officers serves, or in the past fiscal year served,
as 2 member of the board of directors or compensation commitiee of any entity that has one or more executive
officers serving on the Company’s Board or Compensation Committee.

CODE OF BUSINESS CONDUCT AND CODES OF ETHICS

The Company has a Code of Business Conduct applicable to all officers and employees that describes
requirements related to ethical conduct, conflicts of interest and compliance with laws. In addition to the Code of
Business Conduct, the Chief Executive Officer and senior financial officers are subject to the Code of Ethics for
Senior Financial Professionals and the directors are subject to the Code of Ethics for Directors.

For information on how to obtain a copy of the Company’s Code of Business Conduct, Code of Ethics for
Senior Financial Professionals or Code of Ethics for Directors, please see page 63,

CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

The Board is committed to upholding the highest legal and ethical conduct in fulfilling its responsibilities
and recognizes that related party transactions can present a heightened risk of potential or actual conflicts of
interest. Accordingly, as a general matter, it is the Company’s preference to avoid related party transactions.
Current SEC rules define a related party transaction to include any transaction, arrangement or relationship (i) in
which the Company is a pasticipant, (i) in which the transaction has an aggregate value greater than $120,000,
and (iii) in which any of the following persons has or will have a direct or indirect interest:

* an execulive officer, director or director nominee of the Company;
¢ any person who is known to be the beneficial owner of more than 5% of the Compan ’s comimon shares;
pany

* any person who is an immediate family member (as defined under Item 404 of Regulation 3-K) of an
executive officer, director or director nominee or beneficial owner of more than 5% of the Company’s
common shares; or

* any firm, corporation or other entity in which any of the foregoing persons is employed or is a partnier or
principal or in a similar position or in which such person, together with any other of the foregoing persons,
has a 5% or greater beneficial ownership interest.

The Company’s Code of Ethics for Senior Financial Officers, the Company’s Code of Ethics for Directors
and the Company's Code of Business Conduct require directors, officers and all other members of the workforce
1o avoid any relationship, influence or activity that would cause or even appear lo cause a conflict of interest. The
Company’s Code of Business Conduct, Code of Ethics for Senior Financial Officers and Code of Ethics for
Directors generally require (i) a director to promptly disclose to the Governance and Nomination Committee any
potential or actual conflict of interest involving him or her and (it) an employee, including the executive officers,
to promptly disclose a conflict of interest to the General Counsel. The Governance and Nominating Committee
{and, if applicable, the General Counsel) determines an appropriate resolution to actual or potential conflicts of
interest on a case-by-case basis. All directors must recuse themselves from any discussion or decision affecting
their personal, business or professional interests.

All related party transactions shall be disclosed in the Company's applicable tilings with the Securities and
Exchange Commission as required under SEC rules. In 2006, the related party transactions required to be
disclosed are as follows:

« Mr. Cassidy, a director and officer of the Company, serves as a trustee for the Boomer Esiason Foundation
(the “Foundation™), a non-profit corporation established to provide support (o find a cure for cystic
fibrosis. In 2006, the Company donated approximately $370,000 to the Foundation. The Company
belicves that Mr. Cassidy received no personal benefit in connection with the Company providing this
donation and therefore has no interest in this transaction.
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* Mr. Byrnes. a director of the Company. is an exccutive officer of The Procter & Gamble Company
("P&G™). The Company provides certain telecommunication services to P&G. A majority, but not all, of
the services provided to P&G are provided by the Company as a public utility at rates fixed in conformity
with law. All other services were provided by the Company in the ordinary course of its business under
competitive marketplace conditions and on terms that were reasonable and in the best interests of the
Company. The aggregate amount paid by P&G for the Company’s services in 2006 wus approximately $9
nillion. The Company believes that Mr. Byrnes received no personal benefit in connection with the
Company providing these services and therefore has no interest in this transaction,

* Mr. Redfield. a former director of the Compuny. is an officer of Cisco Systems, Inc. (“Cisco™). The
Compuny acquired certain IT equipment and products from Cisco. a market leader in such goods. The
equipment and products were cither used by the Company in its operations or resold to customers. All of
the purchases of equipment and products from Cisco by the Company were in the ordinary course of its
business under competitive marketplace conditions and on terms that were reasonable and in the best
interests of the Company. The aggregate amount paid to Cisco o acquire such products in 2006 was
approximately $39 million. In addition. the Company sold certain [T equipment and products to Cisco. in
2006. totaling approximately $8 million. The Company believes that Mr. Redfield received no personal
benefit in connection with the Company acquiring such goods and therefore has no interest in this
ransaction.

S

‘.
=

[




ELECTION OF DIRECTORS
(Item 1 on the Proxy Card)

The Board of the Company presently consists of nine members, one of whom is an officer of the Company.
The Company’s Amended Articles of Incorporation provide for the directors to be divided into three classes. At
each Annual Meeting of Shareholders, directors constituting a class are elected for three-year terms. Upon
election. the terms of the three directors in Class I expire in 2010. The terms of the four directors in Class 111
expire in 2008. The terms of the two directors in Class 1 expire in 2009. The directors of each class will serve
until their respective successors are elected and qualified.

The Board nominated Phillip R. Cox, Michael G. Morris and John M. Zmo, all of whom are incumbent
directors, as Class 11 directors, to serve until the 2010 Annual Meeting of Shareholders. Information regarding
the business experience of each nominee is provided below.

If. at the time of the Annual Meeting, one or more of the nominees should be unavailable or unable to serve
as a candidate. the shares represented by the proxies will be voted to elect the remaining nominees and any
substitute nominee or nominees designated by the Board. The Board knows of no reason why any of the
nominees will be unavailable or unable to serve.

Our Recommendation

The three director nominees who receive the greatest number of votes will be elected to the Board.
The Board recommends election of each of the nominees.

The following are brief biographies of each director of the Company. including those nominated for
election.

NOMINEES FOR CLASS 11 DIRECTORS
(Terms Expire in 2010)

Mr. Cox has been President and Chief Executive Officer of Cox Financial
Corporation (a financial planning services comparny) since 1972. He is a director of
the Federal Reserve Bank of Cleveland. Duke Energy Corporation, The Timken
Company, Touchstone Mutual Funds, Long Stanton Manufacturing Company and a
member of the Board of Trustees for the University of Cincinnati. Director since
1993, Age 59.

Mr. Morris has been the President and Chief Executive Officer of American Electric
Power (an electric and gas utility) since January 2004 and the Chairman of American
Electric Power since February 2004, Before joining American Electric Power, he was
the Chairman. President and Chief Executive Officer of Northeast Utilities System
from 1997 through December 2003. He is a director of The Hartford Financial Corp.
Director since 2003. Age 60.

Michael G. Maorris




John M. Zrno

Robert W. Mahoney

Mr. Zrno is retired. He was President and Chief Executive Officer of IXC
Communications, Inc. (a telecommunications company) from June 1999 through
November 1999. He served as President and Chief Executive Officer of ALC
Communications Corporation from 1988 through 1995. He is a director of BullsEye
Telecom. Director since 1999. Age 68.

CLASS 1II DIRECTORS
{Terms Expire in 2008)

Mr. Byrnes has been Vice Chairman of the Board and President-Global Household

Care of The Procter & Gamble Company (a consumer products company) since 2004,

From 2002 through 2004, he served The Procter & Gamble Company as Vice
Chairman of the Board and President - Global Beauty & Feminine Care and Global
Health Care. He is a director of The Procter & Gamble Company. Director since
2003. Age 58.

Mr. Cassidy has been the President and Chief Executive Officer of Cincinnati Bell
Inc. since July 2003 and a direcior of Cincinnati Bell Inc. since September 2002,
Among other positions held with the Company’s subsidiaries, he has been President
and Chief Operating Officer of Cincinnati Bell Telephone Company since May 2001;
and President of Cincinnati Bell Wireless Company since 1997. Director since 2002.
Age 52.

Mr. Mahoney is retired. He served as Chairman of the Board and Chief Executive
Officer of Diebold, Inc. (a manufacturer of automated self-service transactions
systems) from 1988 until April 2000. He is a director of The Timken Company and
The Sherwin-Williams Company. Director since 2004, Age 70.




David B. Sharrock

Alex Shumate

Mr. Meyer is retired and the former Chairman and Chief Executive Officer of
Milacron, Inc. (a manufacturer of metal working fluids and plastics processing
machinery and systems) from 1991 through May 2001. He is a director of AK Steel
Holding Corporation and Hubbel! Incorporated. Director since 1999. Age 70.

CLASS I DIRECTORS
(Terms Expire in 2009)

Mr. Sharrock has been a consultant since 1994. Prior to that time, he served as
Executive Vice President and Chief Operating Officer of Marion Merrell Dow Inc. (a
researcher, manufacturer and seller of pharmaceutical products) from 1989 through
1993. He is a director of Indevus Pharmaceuticals Inc., Praecis Pharmaceuticals, Inc.
and MGI Pharma, Inc. Director since 1987, Age 70.

Mr. Shumate has been the managing partner of the Columbus office of Squire,
Sanders & Dempsey L.L.P. (an international law firm} since 1991. He is a director of
Nationwide Financial Services and Wm. Wrigley Jr. Company. Director since 2005.
Age 56.




RATIFICATION OF APPOINTMENT OF INDEPENDENT ACCOUNTANTS
(Item 2 on the Proxy Card)

The Company’s Audit and Finance Committee Charter provides that the Committee shal] have the sole
authority and responsibility to select, evaluate and, if necessary, replace the Company’s Independent
Accountants.

On January 25, 2007 the Audit and Finance Committee retained Deloitte & Touche LLP as its Independent
Accountants to audit the financial statements of the Company for the fiscal year ending December 31, 2007.

The Company is asking the shareholders to ratify its appointment of Deloitte & Touche LLP as Independent
Accountants of the Company for the fiscal year ending December 31, 2007. If the sharehoiders do not ratify this
appointment, the Audit and Finance Committee will consider the results of the vote and determine whether to
recommend and appoint a different independent registered public accounting firm to audirt the financial
statements of the Company for the fiscal year ending December 31, 2007.

One or more members of the firm of Deloitte & Touche LLP will attend the Annual Meeting, will have an
opportunity to make a statement and will be available to answer questions.

Recommendation

Ratification of the appointment of Deloitte & Touche LLP as Independent Accountants requires the
affirmative vote of the holders of a majority of the common shares and 6¥:% Cumulative Convertible
Preferred Shares, voting as one class, present or represented at the annual meeting, in person or by proxy,
and entitled to vote on this proposal. Abstentions will have the same effect as votes against the proposal.
Broker non-votes will not he considered shares present and entitled to vote on the shareholder proposal
and will not have a positive or negative effect on the outcome of this proposal.

The Board recommends a vote FOR such ratification.
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CHANGE IN INDEPENDENT ACCOUNTANT

On March 21, 2005, the Audit and Finance Committee dismissed PricewaterhouseCoopers LLP as the
Company's independent registered public accounting firm.

The report of PricewaterhouseCoopers LLP on the Company’s consolidated financial stalements for the
2004 fiscal year contained no adverse opinion or disclaimer of opinion, nor was such report qualified or modified
as (o uncertainty. audil scope. or accounting principles.

During the 2004 fiscal year and through March 21, 2005, there were no disagreements with
PricewaterhouseCoopers LLP on any matter of accounting principles or practices, financial statement disclosure
or auditing scope or procedure, which disagreements, if not resolved to the satisfaction of
PricewaterhouseCoopers LLP, would have caused PricewaterhouseCoopers LLP to make reference to the
disagreements in their report on the Company’s consolidated financial statements for such year,

During the 2004 fiscal year and through March 21, 2005, there were no “reportable events™ as defined in
Itent 304(a) D(v) of Regulation 5-K.

The Company provided a copy of the above disclosures to PricewaterhouseCoopers LLP and asked
PricewaterhouseCoopers LLP to provide it with a letter addressed to the SEC stating whether or not
PricewaterhouseCoopers LLP agreed with the Company’s statements. A copy of that letter, dated March 24,
2005. stating that PricewaterhouseCoopers LLP has no disagreements with the Company’s statements, was filed
as Exhibit 16.1 to our report on Form 8-K filed with the SEC on March 24, 2005.

On March 21, 2005, the Audit and Finance Committee engaged Deloitte & Touche LLP as the Company’s
Independent Accountants for the fiscal year ending December 31, 2003, effective upon the final completion of
Deloitte & Touche LLP’s customary client acceptance procedures and execution of an engagement letter. During
the 2004 fiscal year and through March 21, 2003, the Company did not consult with Deloitte & Touche LLP
regarding the application of accounting principles to a specified transaction, either completed or proposed, or the
type of audit opinion that might be rendered on the Company’s consolidated financial statements, or any other
matters that were cither the subject of a disagreement or a reportable event as defined in liem 304(a)(1)iv) and
(v). respectively. of Regulation 5-K.

The Audit and Finance Committee has subsequently engaged Deloitte & Touche LLP as the Company’s
Independent Accountant for the fiscal years ending December 31, 2006 and 2007,
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Any general statement that incorporates this Proxy Statement into any filing under the Securities Act of
1933 or under the Securities Exchange Act of 1934 shall not be deemed to incorporate by reference this Audit
and Finance Committee Report and related disclosure. Except to the extent the Company specifically
incorporates such Report and related disclosure by reference, this information shall not otherwise be deemed to
have been filed under such Acts.

AUDIT AND FINANCE COMMITTEE REPORT

The Audit and Finance Committee of the Board has reviewed and discussed the Company’s audited
financial statements with the management of the Company and has reviewed a report from management
assessing the Company’s internal controls. The Audit and Finance Committee has discussed with Deloitte &
Touche LLP, the Company’s Independent Accountants for the fiscal year ended December 3 1, 2006, the matters
required to be discussed by the Statement on Auditing Standards No. 61 and Rule 2-07 of Regulation S-X. The
Audit and Finance Committee has also received the written disclosures and letter from the Independent
Accountants required by Independence Standards Board Standard No. | (Independence Discussions with Audit
Committees), has discussed with Deloitte & Touche LLP the independence of such Independent Accountants,
and has considered the question of whether the anditors’ provision of non-audit services was compatible with the
Independent Accountants maintaining their independence.

Based on its review and discussions referred to in the preceding paragraph, the Audit and Finance
Committee recommended to the Board that the audited financial statements for the Company’s fiscal year ended
December 31, 2006 be included in the Company’s Annual Report on Form 10-K for the Company’s fiscal year
ended December 31, 2006.

The Board has determined that each member of the Audit and Finance Committee satisfies the independence
requirements of the rules and regulations of the SEC and the independence and other requirements of the rules
and listing standards of the NYSE. The Board has determined that Daniel J. Meyer, Robert W. Mahoney and
John M. Zrno are audit committee financial experts as defined in the rules and regulations of the SEC and that
each member of the Committee is financially literate as defined by the rules and listing standards of the NYSE.

AUDIT AND FINANCE COMMITTEE
Daniel J. Meyer, Chairman
Phillip R. Cox

Robert W. Mahoney
John M. Zrno
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INDEPENDENT ACCOUNTANTS

Audit Fees

Deloitte & Touche LLP was the Company’s Independent Accountants for the 2005 and 2006 fiscal years.
Aggregate fees for professional services rendered for the Company by Deloitte & Touche LLP for the years
ended December 31, 2006 and December 31, 2005. were as follows:

2006 2005
AUdIL FCeS oL s $1,616,500  $1,540,000
Audit Related FEES v oottt it ma e e 322,143 305,595
Tax Fees . .o e e e — —
AlLOIher FEes . . ..o ot e e et es — —
Tl * e e e $1.938.643  $1.845.595

% This amount for 2005 does not include $449,615 of tax consulting fees for services rendered by Deloitte Tax
prior 1o its engagement as the Company’s Independent Accountants.

Audit Fees

The audit fees for the years ended December 31, 2006 and 2005 were for services rendered in connection
with the audit of the Company’s annual consolidated financial statements, review of consolidated financial
statements included in the Company's reports filed with the SEC and services related to requirements established
by the Sarbunes-Oxley Act of 2002. '

Audit Related Fees

The audit related fees for the years ended December 31, 2006 and 2005 were for professional services
rendered for the audits of the Company’s employee benefit plans filed with the SEC, due diligence services and
various accounting consultations.

Tax Fees

The Company did not pay Deloitte & Touche LLP any tax fees for the years ended December 31, 2006 or
2005.

All Other Fees

None.

Engagement of the Independent Accountants and Pre-Approval Policy

In accordance with its charter, the Audit and Finance Committee has the sole authority and responsibility to
select. evaluate, and, if necessary. replace the Independent Accountants. The Audit and Finance Committee has
the sole authority to approve all audit engagement fees and terms. In addition, the Audit and Finance Committee,
or the Chairperson of the Audit and Finance Committee between regularly scheduled meetings, must pre-approve
all services provided to the Company by the Company's Independent Accountants.

Pursuant to Section 202 of the Sarbanes-Oxley Act of 2002, the Audit and Finance Committee pre-approved
every engagement of PricewaterhouseCoopers LLP through March 21, 2005 to perform audit or non-audit
services on behalf of the Company or any of its subsidiaries. In addition, the Audit and Finance Commitlee
pre-approved every engagement of Deloitte & Touche LLP to perform audit or non-audit services on behalf of
the Company or any of its subsidiaries since March 21, 2005.




APPROVAL OF THE CINCINNATI BELL INC. 2007 LONG TERM INCENTIVE PLAN
(Ttem 3 on the Proxy Card)

The Board recommends the approval of a long term incentive compensation plan for employees of the
Company and its subsidiaries (with the Company and its subsidiaries collectively referred to as the “Employer’™),
the Cincinnati Bell Inc. 2007 Long Term Incentive Plan (the *2007 Long Term Plan”). The proposed 2007 Long
Term Plan is intended to replace the Cincinnati Bell Inc. 1997 Long Term Incentive Plan since it expires in April
2007. THE FULL TEXT OF THE PROPOSED 2007 LONG TERM PLAN IS SET FORTH IN
APPENDIX A OF THIS PROXY STATEMENT AND THE FOLLOWING DISCUSSION IS QUALIFIED
INITS ENTIRETY BY REFERENCE TO SUCH TEXT.

The purposes of the proposed 2007 Long Term Plan are (i) to further the long term growth of the Employer
by offering competitive incentive compensation related to long term performance goals to those employees of the
Employer who will be responsibie for planning and directing such growth, {ii) to reinforce the common interest
between the Company’s shareholders and the Employer’s employees who participate in the Plan, and (iii) to aid
the Employer in attracting and retaining employees. The plan will, if approved by the Company’s shareholders,
be effective as of May 3, 2007,

The principal provisions of the 2007 Long Term Plan are as follows.

1. Administration. The 2007 Long Term Plan will be administered by a committee (for purposes of this
discussion as to the plan, the “Committee™). Unless changed by the Board, the Committee shall be the
Compensation Committee. Subject to the limits and terms of the plan, the Committee (i) selects the employees
who will be granted awards, (ii) makes awards, in such forms and amounts and on such conditions as it
determines, (iii) interprets the terms of the plan, and (iv) performs all other administrative functions.

The Committee may delegate to the Chief Exccutive Officer its right to make awards under the 2007 Long
Term Plan to employees who (i) are not otherwise subject 1o the stock reporting requirements of Section 16 of
the Securities Exchange Act of 1934 and (ii) are not expected to become employees whose compensation is
deductible by the Employer only up to certain limits under Section 162(m) of the Internal Revenue Code.

Thus, the Chief Executive Officer generally may grant awards under the 2007 Long Term Plan to employees
of the Employer who are not officers of the Company if delegated this right by the Board. If the Chief Executive
Officer is delegated such right, then any reference to the Committee below also refers to the Chief Executive
Officer to the extent the discussion may apply to any awards that he or she grants under the plan,

2. Employees Eligible to Receive Awards. Only a person who (i) is employed and classified as an
employee by the Employer; and (ii) is not represented by a recognized collective bargaining unit (unless such
person’s eligibility is approved under a collective bargaining agreement between the Employer and the
authorized representatives of such collective bargaining unit) is eligible to be granted an award under the plan.

3. Types of Awards. The Committee may grant awards under the 2007 Long Term Plan at any time, The
grants may consist of one or a combination of the following forms of awards: (i) stock options, including
incentive stock options (“ISOs™) and options that are not ISOs, (ii) stock appreciation rights (“SARs™),

(ii1) restricted stock, (iv) performance shares, (v) share-based performance units, (vi) nonshare-based
performance units, and (vii) non-restricted stock. No award may be granted under the plan after May 2, 2017,

(a) A stock option represents an option to purchase, over a certain time period not to exceed ten years, a
number of common shares at a fixed purchase price. The fixed purchase price of any stock option granted under
the plan shall not be less than 100% of the fair market value of a common share on the grant date of the option.

Stock options can either be 1SOs or options that are not ISOs. 1SOs are special types of stock options that
can provide special tax advantages for employees that are not available to options that are not ISOs (but they
provide less ability for the Employer to deduct their value when exercised by the applicable employees). Also, by
reason of applicable law, the aggregate fair market value of common shares, determined at grant date, for which
ISOs can be exercisable for the first time during any calendar year as to any employee is limited by law (the
current limitation is $100,000). In addition, the Committee cannot grant an ISO to any employee who owns
(directly or constructively) more than 10% of the voting power of the Company’s shares.
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(b) A SAR represents the right, upon exercise of the SAR, to receive payment of a sum not to exceed the
amount, if any, by which the fair market value (as determined on the date of the exercise of the SAR) of a
number of common shares on which the SAR is based exceeds a fixed grant price of the SAR. The plan provides
that the grant price of the common shares that are subject to 2 SAR may not be less than the fair market value of
such common shares as determined on the SAR’s grant date. A SAR may be granted by itself, in conjunction
with new stock options granted at the same time under the plan, or in relation to non-ISO stock options that were
previously granted.

(c) Restricted stock constitutes common shares that may not be disposed of by the employee to whom they
are awarded until certain restrictions lapse (and that will ultimately be forfeited to the extent such restrictions are
not satisfied). In general and subject to certain exceptions in the plan, such restrictions will not lapse in full
unless the employee is employed by the Employer for at least three years after the award’s grant (or for at least
one year if the award is also subject to performance goal conditions) or unless the employee’s employment with
the Employer ends in special circumstances (such as his or her death, disability, or retirement). The right to
dispose of the restricted stock may also be made subject 1o the satisfaction of certain performance goals. The
restrictions that apply to any restricted stock award may lapse as to a portion of the common shares subject to the
award if the employee meets some but not all of the imposed restrictions. Unless the Committee shall otherwise
determine, the recipient of restricted stock shall have all rights of a shareholder of the Company with respect to
the restricted common shares, including the right to vote and to receive cash dividends.

(d) A performance share award refers to an award which provides that the employee to whom the award is
granted will receive a number of common shares, up to a fixed maximum, if certain conditions are met. In
general and subject to the exceptions in the plan, for the maximum number of common shares that are subject to
a performance share award to be paid. such conditions must at least require (i) that certain performance goals are
met and (ii) that either the employee remains employed by the Employer for at least one year after the award’s
grant or the employee’s employment with the Employer ends in special ciccumstances (such as his or ber death,
disability. or retirement). A portion of the maximum number of common shares subject to the award can be paid
if some but not all of the conditions imposed under the award are met.

(e) A share-based performance unit refers to un award which provides that the employee to whom the award
is granted will receive an amount that is equal to a percent, not more than 200%, of the fair market value of one
common share on the date the amount becomes payable under the award (or is equal to a percent, not more than
200%. of the increase in the fair market value of a common share from the grant date of the award to the date the
amount becomes payable) if certain conditions are met. In general and subject to the exceptions in the plan, for
the maximum amount payable under a share-based performance unit to be paid, such conditions must at least
require (i) that certain performance goals are met and (ii) that either the employee remains employed by the
Employer for at least one year after the award’s grant or the employee’s employment with the Employer ends in
special circumstances {such as his or her death, disability, or retirement). A portion of the maximum amount
payable under the award can be paid if some but not all of the conditions imposed under the award are met. Any
amount that becomes payable under a share-based performance unit can be paid in cash, in common shares or
other property, or by a combination thereof, as the Committee may determine.

(f) A nonshare-based performance unit refers to an award that provides that the employee to whom the
award is granted will receive an amount that is equal to a dollar value, not more than a maximum dollar value, if
certain conditions are met. In general and subject to the exceptions in the plan, for the maximum amount payable
under a nonshare-based performance unit to be paid, such conditions must at least require (1) that certain
performance goals are met and (ii) that either the employee remains employed by the Employer for at least one
vear after the award’s grant or the employee’s employment with the Employer ends in special circumstances
(such as his or her death, disability, or retirement). A portion of the maximum amount payable under the award
can be paid if some but not all of the conditions imposed under the award are met. Any amount that becomes
payable under a nonshare-based performance unit can be paid in cash, in common shares or other property, or by
a combination thereof, as the Committee may determine.

(g) Non-restricted stock granted constitutes an award to an employee of a fixed number of common shares
that can be sold or disposed of immediately and without any restrictions. A non-restricted stock award can be
granted under the plan only to the extent permitted under the exceptions in the plan.
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(h) As an exception to the rules noted in paragraphs (c) through (g) of this section 3, up to but not in excess of
400,000 common shares (in the aggregate) may be issued or paid under any of the following types of awards
granted under the 2007 Long Term Plan during its entire existence: (i) non-restricted stock awards: and
(i) restricted stock, performance share, share-based performance unit, and nonshare-based performance unit awards
that fail to require the employees to whom such awards are granted to have to be employed by the Employer for any
specified period of time otherwise required for such awards and described in the paragraphs above or to have their
employment with the Employer end in any special circumstances (in order for such employees 10 receive, or retain
without forfeiting, the maximum or any amount of compensation reflected by the awards).

4. Common Shares Reserved for Awards and Other Award Limits. Subject to adjustment in the case of
certain changes in the capital structure of the Company, the following limits apply to the number of common
shares that may be issued or paid under or with respect to awards granted under the 2007 Long Term Plan:

(a) The maximum number of common shares which may be issued or paid under or with respect to all of the
awards (considered in the aggregate) granted under the plan during the plan’s entire existence shall be equal to 4,/
8.000.000 common shares.

(b) The maximum number of common shares which may be issued or paid under or with respect to all stock
options and SARs {considered in the aggregate but separately from all other forms of awards) granted under the
plan during the plan’s entire existence shall be equal to 8,000,000 common shares. R¥

(¢) The maximum number of common shares which may be issued or paid under or with respect to all 1SOs
(considered in the aggregate but separately from all other types of stock options and other forms of awards)
granted under the plan during the plan’s entire existence shall be equal to 2.000.000 common shares.

{d) The maximum number of commeon shares which may be issued or paid under or with respect to all Al
restricted stock, performance share, share-based performance unit, nonshare-based performance unit, and :
non-restricted stock awards (considered in the aggregate but separately from all other forms of awards) granted
under the plan during the plan’s entire existence shall be equal to 2,400.000 common shares.

AN
IF any portion of a SAR is settled (paid) upon the exercise of such SAR portion by the issuance or payment
of common shares, the total number of common shares on which such SAR portion was based shall be counted as /
common shares issued or paid under the 2007 Long Term Plan for purposes of the foregoing limits, regardless of
the number of common shares actually issued or paid to settle such SAR portion upon its exercise.

Also, if any award or portion of any award is forfeited, expires, or otherwise terminates without the payment
of common shares or any other amount, the maximum number of common shares on which such award or portion
of an award was based or which could have been paid under the award shall again be available to be issued or
paid under the 2007 Long Term Plan and to be the basis on which other awards may be granted under the plan.
As aresult, they shall not be counted as common shares that were issued or paid under the plan in determining
whether any of the foregoing limits are violated.

Further. any common shares that would be issued or paid under an award but are withheld in payment of
any purchase price or tax withholding requirements shall not again be deemed to be available (o be issued or paid L

under the 2007 Long Term Plan or to be the basis on which other awards may be granted under the plan and thus
shall be counted as common shares that were issued or paid under the plan in determining whether any of the
foregoing limits are violated.

In addition to the foregoing limits and subject to adjustment in the case of certain changes in the cupital
structure of the Company, the limits set forth below apply in determining the maximum number of common
shares or maximum amount of compensation that may ultimately be payable under any awards granted under the
2007 Long Term Plan to any employee during any one calendar year:

(2) The maximum number of common shares on which all stock option, SAR, restricted stock. performance
share. share-based performance unit, and non-restricted stock awards (considered in the aggregate) granted under
the plan to any employee during each and any calendar year may be based (that is. the maximum number of
common shares that can be issued or paid under such awards or have their fair market value or increase in fair
market value over a period used to determine the amount of payments under such awards) shall be 1,000,000
common shares,
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Such maximum number of common shares could be the basis of awards of any one of such forms (either
stock option, SAR, restricted stock. performance share, share-based performance unit, or non-restricted stock
awards) granted to an employee during any calendar year or divided among more than one of such forms of
awards that are granted to the employee during the year.

For exampte, if a SAR granted 10 an employee under the 2007 Long Term Plan during a certain calendar
year provides that the employee, if he or she propetly exercises on any date the entire SAR, will receive payment
of a sum equal to the amount, if any. by which (i) the fair market value of 30,000 common shares as determined
as of the date on which the SAR is exercised exceeds (ii) the fair market value of such number of common shares
as determined as of the date on which the SAR was granted, then, for purposes of applying the above-described
1.000.000 common share limit to such employee for such calendar year, the maximum number of common shares
on which such SAR shall be deemed to be based is 30,000 common shares, regardless of whether or not the
employee actually exercises all or any part of the SAR and regardless of whether or not any payment made upon
the exercise of the SAR is made in cash, common shares or other property, or a combination thereof.

Similarly and for another example, if a share-based performance unit granted to an employee under the 2007
Long Term Plan during a certain calendar year provides that the employee will receive a maximum payment (of
cash. common shares or other property. or a combination thereof) that is equal to 200% of the fair market value
of 50.000 common shares as determined as of the date of payment if all of the performance goals and other
criteria or conditions required to be satisfied under the award are met {or will receive no payment if none, or a
lesser amount of payment if some but not all, of the performance goals and other criteria or conditions required to
be satisfied under the award are met), then, for purposes of applying the abovc-described 1,000,000 common
share limit to such employee for such calendar year. the maximum number of common sharcs on which such
share-based performance unit shall be deemed to be based is 50,000 common shares, regardless of whether or not
the share-based performance unit’s maximum payment actually becomes payable under the terms of the award.

(b) The maximum value that is payable under all nonshare-based performance unit awards granted undes the
plan to any person during each and any calendar year shall be $5.000,000.

5. Performance Goals. To the extent the meeting of performance goals set by the Committee may be a
condition to the exercise of or payment under any award granted under the 2007 Long Term Plan, the Commitiee
may base such performance goals on, and only on, one or more of the following criteria: (1) free cash flow (cash
generated by operating activities, minus capital expenditures and other investing activities, dividend payments
and proceeds from the issuance of equity securities, and proceeds from the sale of assets): (ii) EBITDA {earnings
before interest. taxes. depreciation, and amortization): (iii) earnings per share; (iv) operating income; (v) total
sharcholder returns: (vi) profit targets; (vii) revenue targets; (viii) profitability targets as measured by return
ratios: (ix) net income; (x) return on sales; (xi) return on assets; (xii) return on equity; and (xiii} corporate
performance indicators (indices based on the level of certain services provided 1o customers).

Any performance criteria shall be measured or determined on the basis of a period of not less than one year
or in excess of ten years and shall be able to be objectively determined by the Committee. In addition, any such
performance criteria (i) may be measured or determined for the Company, for any organization other than the
Company that is part of the Employer, for the entire Employer in the aggregate, or for any group of corporations
or organizations that are included in the Employer and (ii) may also be measured and determined in an absolute
sense and/or in comparison to the analogous performance criteria of other publicly-traded companies (that are
selected for such comparison purposes by the Committee).

Further, the Committee may provide in the terms of an award granted under the 2007 Long Term Plan that,
in determining whether any of the above listed performance criteria has been attained, certain special or technical
factors shall be ignored or, conversely, taken into account, in whole or in part. Such special factors may include,
but are not limited to, the gain, loss, or other impact of any one or more of the following: (i} changes in generalty
accepted accounting principles; (i) an extraordinary event; (iii) nonrecurring events; (iv) the disposition of a
business, in whole or in part, the sale of investments or non-core assels, or discontinued operations, categorics, or
segments of businesses; (v) claims and/or litigation and insurance recoveries relating to claims or litigation;

(vi) the impairment of tangible or intangible assets: (vii) restructuring activities, including reductions in force;
(viii) investments or acquisitions; (ix} political and legal changes that impact operations, as a consequence of
war, insurrection, riot, terrorism, confiscation, expropriation, business interruption, or similar events; (x) natural
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catastrophes; (xi) currency fluctuations; (xii) the issuance of stock options and/or other stock-based
compensation; (xiii) the early retirement of debt; and/or (xiv) the conversion of convertible debt securities.

6. Change in Control. In the event a change in control of the Company (as is defined in the terms of the
2007 Long Term Plan) occurs, then, in general terms and among other things (unless otherwise prescribed by the
terms of the applicable award): (i) all then outstanding stock options and SARs that were granted under the plan
will become exercisable in full: (ii) the restrictions still then in force and applicable to any common shares that
have been awarded under the plan as restricted stock shall lapse; and (iii) any performance share, share-based
performance unit, and nonshare-based performance unit awards granted under the plan shall become payable at
the maximum payment amount that was attainable under such awards if all performance goals and other criteria
or conditions applicable to the awards were satisfied.

In addition, unless otherwise prescribed by the Committee in an award, in the event of a change in control of
the Company, the Committee will have discretion (i) to pay in cash (in lieu of the right to exercise) the then value
of any then outstanding stock option or SAR provided that the then fair market value of the common shares that
are subject to such option or SAR exceeds such option’s or SAR’s purchase price or grant price as to such shares
and (i1) to pay in cash (instead of in common shares) the then value of any then cutstanding performance share,
share-based performance unit, and nonshare-based performance unit awards,

7. Adjustments for Stock Dividends, Stock Splits, and Other Corporate Transactions. In the event of
any change affecting the Common Shares by reason of any stock dividend or split, recapitalization, merger,
consolidation, spin-off, combination or exchange of shares, or other corporate change in the Company, or any
distributions to common shareholders of the Company other than cash dividends, the Committee will make such
adjustments in the aggregate number or class of Common Shares which may be distributed under the 2007 Long
Term Plan and in the number, class, and purchase, grant, or other price of shares on which the outstanding
awards granted under the plan are based as it determines to be necessary or appropriate to prevent any rights
provided under the plan and its awards from being enlarged or diluted by such event.

8. Fair Market Value of Common Shares. For purposes of the 2007 Long Term Plan, the fair market
value of a common share on any date shall generally be deemed to be the closing price of a common share on the
NYSE on such date (or, if no trading in any stocks occurred at all on such exchange on such date, on the next
subsequent date on which trading of stocks occurred on such exchange). If, however, common shares are ot
listed or traded at all on the NYSE on any date as of which a common share’s fair market value is needed to be
determined for purposes of the plan, then the fair market value of a common share on such date will be
determined by the Committee in good faith.

9. Amendment and Termination. The 2007 Long Term Plan may generally be amended or terminated by
the Board, provided that no such action shall impair the rights of an employee with respect to a previously
granted award without the employee’s consent.

However, the 2007 Long Term Plan provides that no amendment to the plan shall be made without approval
of the Company’s sharcholders: (i) if such amendment would increase the total number of common shares
reserved for issuance under all awards that may be granted under the plan; (ii) if such amendment would change
the class of employees eligible for awards under the plan; (iii) if such amendment would increase the total
number of shares reserved for issuance under all ISOs that may be granted under the plan; or (iv) if such
amendment would make any other change in the plan that is required by applicable law to be approved by the
Company’s shareholders in order to be effective.

Further, the purchase, grant, or other similar price applicable to any award granted under the 2007 Long
Term Plan, including a stock option or a SAR granted under the plan, cannot be reduced by any amendment to
the award, by the cancellation of the award and the granting of a new award, or by any other means unless such
reduction is approved by the Company’s shareholders.

10. Federal Income Tax Consequences. The following describes, in very general terms, the federal income
tax consequences arising with respect to awards granted under the 2007 Long Term Plan.

A stock option or SAR that is granted to an employee will generally create no tax consequences for the
employee or the Employer at the time of the grant of the award. Further, the employee will have no taxable
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income upon exercising an ISO (except that the alternative minimum tax may apply), and the Employer will
receive no deduction when an ISO is exercised. Upon exercising any other stock option (an option that is not an
ISO) or a SAR, however, the employee generally must recognize ordinary compensation income equal to the
amount by which the fair market value of the common shares that are subject to the portion of the option or SAR
being exercised, as determined on the date of exercise, exceeds the purchase or grant price of such common
shares, and the Employer will be entitled to a deduction for the same amount.

The treatment to an employee of a disposition of common shares acquired through the exercise of a stock
option or a SAR depends on how long the common shares have been held and on whether such common shares
were acquired by exercising an 18O or by exercising an option that is not an ISO or a SAR. Generally, there will
be no tax consequence to the Employer in connection with a disposition of common shares acquired under a
stock option except that the Employer may be entitled to a deduction in the case of a disposition of common
shares acquired under an ISO before certain holding periods have been satisfied.

With respect to a restricted stock, performance share, share-based performance unit, or nonshare-based
performance unit award granted under the 2007 Long Term Plan to an employee, the employee generally must
recognize ordinary compensation income equal to the fair market value of the common shares or other property
or benefits provided under the award at the first time such Common Shares or other property or benefits are not
subject to a substantial risk that they will be forfeited or not become payable; and the Employer will be entitled
then to a deduction for the same amount.

In certain cases, such as an award to an employee of restricted stock, the employee may have the right under
Section 83(b) of the Internal Revenue Code to elect to recognize as ordinary compensation income the value of
the award when issued instead of when no further substantial risk of forfeiture exists with respect to the award. In
the event of such an election, the Employer will be entitled to a deduction for such value at the same time.

With respect to a non-restricted stock award granted under the 2007 Long Term Plan to an employee, the
employee generally must recognize ordinary compensation income equal to the fair market value of the common
shares received under the award at the time it is received; and the Employer will be entitled to a deduction for the
same amount.

The foregoing tax rules may be slightly adjusted for an award granted to an employee who is subject to
Section 16 of the Securities Exchange Act of 1934.

11. Miscellaneous. The 2007 Long Term Plan generally requires that any purchase price or tax withholding
obligations that apply to an employee with respect to an award granted under the plan to him or her must be
satisfied by the employee when the award is exercised or when the award’s benefits become payable or are no
longer subject to a substantial risk of forfeiture. The plan gives several different methods that the Commiltee can
use or permit to ensure that such purchase price and tax withholding requirements are satisfied. v

Any award granted under the 2007 Long Term Plan to an employee who is, at the time of the award, an
employee of a corporation that is not the Company but is part of the Employer may be based on common shares
of such other corporation. In such case, all of the provisions of the plan and this discussion, inciuding the
common share limits noted above, apply to such award in the same manner as if such other corporation’s shares
were common shares of the Company.

Further, in no event shall the Company ever be obligated to issue or deliver any common shares in
connection with an award granted under the 2007 Long Term Plan unless and until the Company determines that
such issuance or delivery will not constitute a violation of the provisions of any applicable law (or regulation
issued under such law) or the rules of any securities exchange on which commeon shares are listed.

Recommendation

Approval of the Cincinnati Bell Inc. 2007 Long Term Incentive Plan requires the affirmative vote of
the holders of a majority of the common shares and 6¥1% Cumulative Convertible Preferred Shares,
voting as one class, present or represented at the annual meeting, in person or by proxy, and entitled to
vote on this proposal. Abstentions will have the same elfect as votes against the proposal. Broker non-votes
will not be considered shares present and entitled to vote on the shareholder proposal and will not have a
positive or negative effect on the outcome of this proposal. ‘
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The Board unanimously recommends a vote FOR the approval of the Cincinnati Bell Inc. 2007 Long

Term Incentive Plan.

Effect of Management Vote on Proposal
Because the directors and officers of the Company own beneficially 9.1 million common shares, or 3.7% of
the outstanding voting securities, their votes are not likely to have a material impact on whether or not the

proposal is adopted.
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APPROVAL OF THE CINCINNATI BELL INC, 2007 STOCK OPTION PLAN FOR
NON-EMPLOYEE DIRECTORS
(Item 4 on the Proxy Card)

The Board of Directors recommends that the shareholders approve a stock option and restricted stock plan
for non-employee directors, the Cincinnati Bell Inc. 2007 Stock Option Plan for Non-Employee Directors (the
“2007 Directors Plan™). The proposed 2007 Directors Plan is intended to replace the Cincinnati Bell Inc. 1997
Stock Option Plan for Non-Employee Directors since it expires in April 2007. THE FULL TEXT OF THE
PROPOSED 2007 DIRECTORS PLAN IS SET FORTH IN APPENDIX B OF THIS PROXY
STATEMENT AND THE FOLLOWING DISCUSSION IS QUALIFIED IN ITS ENTIRETY BY
REFERENCE TO SUCH TEXT.

The purposes of the 2007 Directors Plan are (i) to attract and retain the services of experienced and
knowledgeable independent directors of the Company for the benefit of the Company and its shareholders and
(ii) to provide further incentive for such directors to continue to work for the best interests of the Company and
its shareholders. The plan will, if approved by the Company’s shareholders, be effective as of May 3, 2007.

The principal provisions of the 2007 Directors Plan are as follows.

1. Administration. The 2007 Directors Plan will be administered by the Board. Subject to the limits and
terms of the plan, the Board (i) makes awards under the plan, (ii) interprets the terms of the plan, and
(iii) performs all other administrative actions necessary for the plan.

2. Outside Directors Eligible to Receive Awards. Only a member of the Board who is not an employee of
the Company or any subsidiary of the Company (an “Outside Director”) is eligible to be granted an award under
the 2007 Directors Plan. There are at present eight Outside Directors eligible to participate in the 2007 Directors
Plan.

3. Types of Awards. The awards to be granted under the 2007 Directors Plan may consist of (i) stock
options and/or (ii) restricted stock. No award may be granted under the plan after May 2, 2017.

(a) A stock option represents an option to purchase, over a certain time period not to exceed ten years, a
number of common shares at a fixed purchase price. The fixed purchase price of any common share acquired
under any stock option shall not be less than 100% of the fair market value of a common share on the grant date
of the option. No stock option granted under the plan may be an IS0.

(b) Restricted stock constitutes common shares that may not be disposed of by the Outside Director to
whom they are awarded until certain resirictions lapse (and that will ultimately be forfeited to the extent such
restrictions are not satisfied). In general, and subject to certain exceptions in the plan, such restrictions will not
lapse in full unless the Qutside Director serves as a director of the Company for at least three years after the
award’s grant or unless the Outside Director’s service as a Company director ends in special circumstances (such
as his or her death, disability, or retirement after attaining the age of 68). The restrictions that apply to any
restricted stock award may lapse as to a portion of the common shares subject to the award if the Outside
Director meets some but not all of the imposed restrictions. Unless the Board shall otherwise determine, the
recipient of restricted stock shall have all rights of a shareholder of the Company with respect to the restricted
commeon shares, including the right to vote and to receive cash dividends.

4. Grants of Awards. The 2007 Directors Plan provides that, except as noted below, each individual who
first becomes an Outside Director on or after the effective date of the plan will automatically receive an option to
purchase 25,000 common shares on the first day of his or her first term in office.

Further, except as noted below, on the date of each annual meeting of shareholders of the Company that
occurs on or after the effective date of the plan, each Outside Director will antomatically receive under the 2007
Directors Plan an option for 9,000 common shares, provided that such Outside Director first became an Outside
Director prior to such annual meeting and continues as such a director subsequent to such annual meeting.

The Board may, in their discretion and in accordance with the purposes noted below, (i} change any stock
option award to be a stock option for a larger or smaller number of common shares than is otherwise indicated
for such option when originally granted and/or (ii) grant a restricted stock award to an Outside Directer on any
date that he or she would otherwise receive a stock option under the plan.
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The Board shall exercise its discretion when taking any action described above with the intent that the
awards it changes or makes under such action, together with other compensation provided the Qutside Directors
that is either paid in the form of common shares or has its value determined in relation to the value of common
shares (“equity-based compensation™), provides equity-based compensation for the Outside Directors that each
year is approximately equal to the median level of the value of equity-based compensation provided by a group
of comparable peer group compantes to their non-employee directors.

5. Shares Reserved For Issuance. Subject to adjustment in the case of certain changes in the capital
structure of the Company, the following limits apply to the number of common shares that may be issued or paid
under or with respect to awards granted under the 2007 Directors Plan:

(a) The maximurn number of common shares which may be issued or paid under or with respect 10 all of the
awards (considered in the aggregate) granted under the plan during the plan’s entire existence shall be equal to
1,000,000 common shares.

(b) The maximum number of common shares which may be issued or paid under or with respect to all stock
options (considered in the aggregate but separately from all restricted stock awards) granted under the plan
during the plan’s entire existence shall be equal to 1,000,000 common shares.

{c) The maximum number of common shares which may be issued or paid under or with respect to all
restricted stock awards (considered in the aggregate but separately from all stock option awards} granted under
the plan during the plan’s entire existence shall be equal to 300,000 common shares.

6. Change in Control. In the event a change in control of the Company (as is defined in the terms of the
2007 Directors Plan) occurs, then, in general terms and among other things (unless otherwise prescribed by the
terms of the applicable award): (i) all then outstanding stock options that were granted under the plan will
become cxercisable in full; and (ii) the restrictions still then in force and applicable to any common shares that
have been awarded under the plan as restricted stock shatl lapse.

In addition, unless otherwise prescribed by the Board in an award, in the event of a change in control of the
Company, the Board will have discretion to pay in cash (in lieu of the right to exercise) the then value of any then
outstanding stock option provided that the then fair market value of the common shares that are subject 1o such
option exceeds such option’s purchase price as to such shares.

7. Adjustments for Stock Dividends, Stock Splits, and Other Corporate Transactions, In the event of
any change affecting the common shares by reason of any stock dividend or split, recapitalization, merger,
consolidation, spin-off, combination or exchange of shares, or other corporate change in the Company, or any
distributions to common shareholders of the Company other than cash dividends, the Board will make such
adjustments in the aggregate number or class of common shares which may be distributed under the 2007
Directors Plan and in the number, class, and purchase or other price of shares on which the cutstanding awards
granted under the plan are based as it determines to be necessary or appropriate to prevent any rights provided
under the pian and its awards from being enlarged or diluted by such event.

8. Fair Market Value of Common Shares. For purposes of the 2007 Directors Plan, the fair market value
of a common share on any date shall generally be deemed to be the closing price of a common share on the
NYSE on such date (or, if no trading in any stocks occurred at all on such exchange on such date, on the next
subsequent date on which trading of stocks occurred on such exchange). If, however, common shares are not
listed or traded at all on the NYSE on any date as of which a common share’s fair market value is needed to be
determined for purposes of the plan, then the fair market value of a common share on such date will be
determined by the Board in good faith.

9. Amendment and Termination. The 2007 Directors Plan may generally be amended or terminated by the
Board. provided that no such action shall impair the rights of an Outside Director with respect to a previously
granted award without the Outside Director’s consent.

However, the 2007 Directors Plan provides that no amendment to the plan shall be made without approval of
the Company’s shareholders: (i) if such amendment would increase the total number of common shares reserved for
issuance under all awards that may be granted under the plan; (ii) if such amendment would change the class of
persons eligible for awards under the plan; or (iii) if such amendment would make any other change in the plan that
is required by applicable law to be approved by the Company’s shareholders in order to be effective.
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Further, the purchase or other similar price applicable to any award granted under the 2007 Directors Plan,
including a stock option granted under the plan, cannot be reduced by any amendment to the award, by the
cancellation of the award and the granting of a new award, or by any other means unless such reduction is
approved by the Company’s shareholders.

10. Federal Income Tax Consequences. The following describes, in very general terms, the federal income
tax consequences arising with respect to awards granted under the 2007 Directors Plan.

A stock option that is granted to an Outside Director will generally create no tax consequences for the
employee or the Company at the time of the grant of the award. Further, upon exercising any stock option, the
Outside Director generally must recognize ordinary income equal to the amount by which the fair market value
of the common shares that are subject to the portion of the option being exercised, as determined on the date of
exercise, exceeds the purchase price of such common shares, and the Company will be entitled to a deduction for
the same amount,

The treatment to an Outside Director of a disposition of common shares acquired through the exercise of a
stock option depends on how long the common shares have been held. Generaliy, there will be no tax
consequence to the Company in connection with a disposition of common shares acquired under a stock option.

With respect to a restricted stock award granted under the 2007 Directors Plan to an Qutside Director, the
Outside Director generally must recognize ordinary income equal to the fair market value of the common shares
provided under the award at the first time such common shares are not subject to a substantial risk that they will
be forfeited; and the Company will be entitled to a deduction for the same amount.

Tn certain cases., such as an award to an Outside Director of restricted stock, the Outside Director may have
the right under Section 83(b) of the Internal Revenue Code to elect to recognize as ordinary income the value of
the award when issued instead of when no further substantial risk of forfeiture exists with respect to the award. In
the event of such an election, the Company will be entitled to a deduction for such value at the same time.

The foregoing tax rules may be slightly adjusted for an award granted to an Outside Director who is subject
to Section 16 of the Securities Exchange Act of 1934.

11. Miscellaneous. The 2007 Directors Plan generally requires that any purchase price or tax withholding
obligations that apply to an Outside Director with respect to an award granted under the plan to him or her must
be satisfied by the Outside Director when the award is exercised or when the award’s commeon shares are no
longer subject to a substantial risk of forfeiture, The plan gives several different methods that the Board of
Directors can use or permit to ensure that such purchase price and tax withholding requirements are satisfied.

In no event shall the Company ever be obligated to issue or deliver any common shares in connection with
an award granted under the 2007 Directors Plan unless and until the Company determines that such issuance or
delivery will not constitute a violation of the provisions of any applicable law (or regulation issued under such
law) or the rules of any securities exchange on which common shares are listed.

Recommendation

Approval of the Cincinnati Bell Inc. 2007 Stock Option Plan for Non-Employee Directors requires the
affirmative vote of the holders of a majority of the common shares and 6¥%1% Cumulative Convertible
Preferred Shares, voting as one class, present or represented at the annual meeting, in person or by proxy,
and entitled to vote on this proposal. Abstentions will have the same effect as votes against the proposal.
Broker non-votes will not be considered shares present and entitled to vote on the shareholder proposal
and will not have a positive or negative effect on the outcome of this proposal.

The Board unanimously recommends a vote FOR the approval of the Cincinnati Bell Inc. 2007 Stock
Option Plan for Non-Employee Directors.
Effect of Management Vote on Proposal

Recause the directors and officers of the Company own beneficially 9.1 million common shares, or 3.7% of
the outstanding voting securities, their votes are not likely to have a material impact on whether or not the
proposal is adopted.
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EQUITY COMPENSATION PLAN INFORMATION

The following table provides information as of the end of 2006 regarding securities of the Company to be

issued and remaining available for issuance under the equity compensation plans of the Company.

Number of securities
rerngining available for
Weighted-average future issuance under

exercise price of equify compensation
Number of securities to be outstanding stock plans (excluding
issued upon exercise of stock options, awards, securities reflected in
Plan Category options, warrants and rights  warrants and rights column (a)}
{(a) (b) (c)
Equity compensation plans approved by
security holders .. ................... 22,396,485 (1) $10.29 33,844,032
Equity compensation plans not approved by
security holders . . ...... ... ... ... .... 191,442 (2) — —
Total ... 22,587,927 $10.29 33,844,032 (3)

(1) Includes 21,152,942 outstanding stock options not yel exercised, 253, 199 shares of time-based restricted

stock and 990,344 shares of performance-based awards, restrictions on which have not yet expired. Awards
were granted under various incentive plans approved by the Company's shareholders. For performance-based
awards, it is assumed that 100% of target is achieved. in the event of 110% or more of target is achieved.
then an additional 674,300 shares will be issued.

(2) The shares to be issued relate to deferred compensation in the form of previously received special awards and

N

annual awards to non-cmployee directors pursuant to the “Deferred Compensation Plan for Outside
Directors.” From 1997 through 2004, the directors received an annual award equal to the equivalent of a
number of commen shares (250 common shares in 1997, 500 commeon shares in 199%, 1,163 common shares
in 1999, [,500 common shares from 2000 to 2004) and for the years commencing January 2005. the award is
in the amount of the equivalent number of common shares set by the Board in its discretion. which was 6,000
shares in 2005 and 2006. As a result of a plan amendment effective as of January 1, 2005 that requires the
payout of all annual awards to be made in cash, the number of shares to be issued pursuant to the plan as of
December 31, 2006 was reduced to approximately 42,000. The plan provides that all awards are payable
provided that such non-employee director completes at least five years of active service as a non-employee
director or if he or she dies while a member of the Board.

As noted above, this amount reflects the number of securities available for future issuance as of

December 31, 2006. Two of the Company’s equity compensation plans, the Cincinnati Bell Inc. 1997 Long
Term Incentive Plan and the Cincinnati Bell Inc. 1997 Stock Option Plan for Non-Employee Directors,
expire in April 2007 and 29,794,886 securities included above will no longer be available for issuance under
such plans at that time. The remaining amount is attributable o an equity compensation plan that was
inherited in connection with the Company’s acquisition of IXC Communications in 1999, Although the 1XC
plan will remain open to service some outstanding options until its expiration in 2008, the Company does not
intend to issue any additional securities under the IXC plan. If the replacement plans being voted upon at the
Annual Meeting are approved by the shareholders, an additional 9,000,000 securities will be available for
issuance under equity compensation plans approved by shareholders.
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STOCK OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth the beneficial ownership of common shares as of March 5, 2007 {except as
otherwise noted) by each beneficial owner of more than five percent (5% of the common shares outstanding
known by the Company. No beneficial owner owns more than five percent (5%) of the 6¥/,% Cumulative
Convertible Preferred Shares.

Common Shares

Beneficially
Owned as of
March 5, 2007
(unless otherwise Percent OF
Name and Address of Beneficial Owner noted) Common Shares
Barclays Global Investors, NA. ........ .. 25,118,513 (a) 10.1% (a)

45 Fremont Street
San Francisco, CA 94105

{a) As reported on Schedule 13G filed on January 23, 2006 by Barclays Global Investors, N.A.. as of
December 31. 2006, Barclays Global Investors, N.A. had sole voting power for 15,729,056 common shares
and sole dispositive power for 17.458,822 common shares and Barclays Global Fund Advisors had sole
voting power and sole dispositive power for 7,659,691 common shares.

The following table sets forth the beneficial ownership of common shares and 63/,% Cumulative
Convertible Preferred Shares as of March 5, 2007 (except as otherwise noted) by {i) each director and each
executive officer named in the Summary Compensation Table on page 47, and (i1) all directors and executive
officers of the Company as a group.

Unless otherwise indicated, the address of each director and executive officer is c/fo Cincinnati Bell at the
Company’s address.

Common Shares Percent of
Bencficially 6%1% Cumulative  6¥%

Owned as of Convertible Cumulative

March 5, 2007 Preferred Shares Convertible

(unless otherwise Percent OF Owned as of Preferred

Name and Address of Beneficial Owner noted) (a) Common Shares (¢) March 5, 2007 (d)  Shares (d)
Bruce L. BYIMES . ..ot 107,155 * — —
Michacl W. Callaghan ... ... ...t 714.639 * — —
JohnF.Cassidy ......... ... . .cocinonnnn 4420422 1.8% — —
PRIIID R, COX - o oo ooeeeereneaeineeanns 89.986 * — —
RodneyD.Dir .......oovviiiii e 364,294 * - —
Robert W. Mahoney . ...........coieinnns 43,000 * — —
Daniel J. Meyer ... ... i 99.000 * — —
Michael G. Morris . ...t 77.497 * — —
Brinn A.ROSS .. o0 i 942,057 * _ —
David B, Sharrock ... 90,052 #* — —
Alex Shumate . . ... ... .o 34,000 * — —
Christopher ), Wilson ... ool 302,889 * — —
John M.ZmMo . ... . e e 1,204,050 (b) * — —

All directors and executive officers as a group
(consisting of 18 persons, including those

namedabove) ... ... 9,085,964 3.7% 25 *

*  indicates ownership of less than 1% of issued and outstanding shares.

(1) Includes common shares subject to outstanding options under the Cincinnati Bell Inc, 1997 Long Term
Incentive Plan and the Directors Stock Option Plan that are exercisable by such individuals within 60 days.
The following options are included in the totals: 52,000 common shares for Mr. Byrnes: 711,500 common
shares for Mr. Callaghan: 3.696,750 commen shares for Mr. Cassidy; 86925 common shares for Mr. Cox;
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300,000 common shares for Mr. Dir: 43,000 common shares for Mr. Mahoney; 88,000 common shares for

Mr. Meyer; 52,000 common shares for Mr. Morris; 811,400 common shares for Mr. Ross; 83,250 common
shares for Mr, Sharrock; 34,000 common shares for Mr. Shumate; 255,050 common shares for Mr. Wilson;
and 1,199,050 common shares for Mr. Zrno.

(b} Includes 5,000 common shares held by the Zrno Family Limited Partnership.
(c) These numbers are based upon 247,620,311 commeon shares issued and outstanding as of the Record Date.

(d) These numbers represent 6 ¥4% Convertible Preferred Shares. In the aggregate, the 155,250 issued and
outstanding 6¥4% Convertible Preferred Shares are represented by 3,105,000 Depositary Shares and each
6 %1% Convertible Preferred Share is represented by 20 Depositary Shares.




Anv general statement that incorporates this Proxy Statement into any filing under the Securities Act of
1933 or under the Securities Exchange Act of 1934 shall not be deemed 1o incorporate by reference this
Compensation Committee Report on Executive Compensation and related disclosure. Except to the extent the
Company specifically incorporates such Report and related disclosure by reference, this information shall not
otherwise be deemed 10 have been filed under such Acts.

COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and discussed the following Compensation Discussion and
Analysis with management. Based on our review and discussions with management, we have recommended to
the Board of Directors that the Compensation Discussion and Analysis be included in this Proxy Statement and
incorporated by reference in Cincinnati Bell Inc.’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006.

COMPENSATION COMMITTEE

Michael G. Morris, Chairman
Bruce L. Byrnes

Phillip R. Cox

Daniel J. Meyer

David B. Sharrock
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COMPENSATION DISCUSSION AND ANALYSIS

General

This Compensation Discussion and Analysis will focus on:

* The philosophy and objectives of the Company executive compensation program.

* An explanation of the goals that the executive compensation program is designed to reward.

* A description of each of the elements of the executive compensation program.

* An explanation of why the Compensation Committee selected the elements of compensation.

* An explanation of how the Compensation Committee determines the amounts and formulas for pay.

* How each compensation element and the Company’s decisions regarding that element fit into the

Company’s overall compensation objectives and affected decisions regarding other elements.

Compensation Program Objectives

The Company’s compensation program follows the following primary philosophy and objectives:

* Compensation must be competitive with other companies to attract and retain high-quality executives.

* A significant portion of total executive compensation should be “at risk” and tied to the achievement of
specific short-term and long-term performance objectives, principally the Company’s earnings and the
performance of the Company’s common shares, thereby linking executive compensation with the returns
realized by shareholders.

¢ Compensation should provide a balance across each executive’s base salary and short-term and long-term
incentive components appropriate to the current and long-term goals and strategy of the Company.

Compensation should award achievement of the Company’s present and longer-term strategy, which is to
“de-lever, defend and grow:”

* De-lever — the Company’s generation of cash flow to repay and reduce its outstanding indebtedness,

¢ Defend — the Company’s defense from incursions by its competitors of its products and services
offerings in all of its market areas.

* Grow — the Company’s pursuit of new product and service offerings as well as expansion into new
markets.
Compensation Elements and General Principles
There are three elements to the Company’s executive compensation program:
* Fixed compensation — Base salary
* “At-risk” annual compensation — Annual incentives paid in cash

* “At-risk” long-term compensation — Long-term incentives that are equity awards delivered in the form of
stock options and performance units, which vest over time and represent a significant portion of the
executive's total compensation

The Company provides these three forms of compensation to reflect competitive practices, to be consistent
with its business objectives and to provide an appropriate reward for achieving short and long-term goals related
to the Company’s current strategy to defend, de-lever and grow, which should lead to increased shareholder
value.
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Determining the Amount of Compensation

To determine appropriate ranges of compensation for executives, the Compensation Committee benchmarks
the Company's compensation to make certain that it is in a competitive range and that an appropriate portion of
an executive's compensation is “at risk™; that is, subject to payment only if the Company obtains certain
quantitative results and the individual achieves certain gualitative results. The Compensation Committee has
retained Mr. Charles Mazza, an independent compensation consultant, to assist it in its deliberations. In addition,
the Company retains Towers Perrin, a compensation consulting firm, to conduct a study of market place
compensation and practices. Towers Perrin obtains, compiles and supplies to the Company and the
Compensation Committee competitive compensation information. This information covers two groups:

* The first peer group consists of 19 telecommunications companies. The Company, in consultation with
Mr. Mazza, reviews the companies in this group to make certain their inclusion is appropriate, and the
Compensation Committee, after review, approves the peer group. The telecommunications peer group
currently includes:

» Alltel Corp. * Mediacom Communications Corp.

* AT&T » Qwest Communications International
» BeliSouth Corp. ¢ Sprint Nextel Corp.

¢ CenturyTel Inc. * Telephone & Data Systems

¢ Charter Communications Inc. * Time Warner

* 'Citizens Communications Co. * United States Cellular

¢ Comcast Corp. * USA Mobility Inc.

* Global Crossing Ltd. * e US LEC Corp.

* 1owa Telecommunications Services Inc. * Verizon

® [ evel 3 Communications Inc.

* The second peer group is comprised of 112 companies across many industries with annual revenues
between $1 billion to $3 billion and are representative of compensation practices across many industries.

In establishing its compensation programs, the Company evaluates the following peer group data provided
by its independent advisors:

* Base pay.
» Total targel cash compensation — the sum of base pay plus target annual bonus opportunity.

* Total target direct compensation — the sum of base pay plus target annual bonus opportunity plus target
long-term incentive opportunity.

Since execulive compensation is correlated with a company’s annual revenue, the Company, in consultation
with its outside advisors, adjusts the compensation pay data to take into account differences in revenue among
companies using a statistical technigue called “regression analysis.” Applying this technique at a market 50th
percentile against the Company’s annual revenue, Towers Perrin produces a suggested level of compensation for
each executive officer position whose compensation is assessed and set by the Compensation Committee and/or
the full Board in the case of the Chief Executive Officer.

The Company uses the market 50th percentile for setting its executive officer compensation for two reasons:

* Benchmarking at market 50th percentile is consistent with the practice followed by a majority of
companies.

» Targeting base compensation levels at the 50th percentile allows the Company to place a higher
proportion of the executive’s compensation at risk. The Company and the Compensation Commitiee
believe this is consistent with the concept of “pay for performance.”

Market data provide only a baseline of competitive pay information for the Company and the Compensation
Committee. The Compensation Committee considers other factors such as past and current pay levels, internal
equity considerations and performance when setting compensation levels for each executive.

38




The Compensation Committee also wants to ensure that each executive has a significant percentage of
compensation “at risk.” Using the benchmark data, input from its own independent consultant as well as from
Company management (primarily the Chief Executive Officer and Vice President of Human Resources &
Administration), the Committee allocates total target direct compensation among base salary, annual bonus and
long-term incentive compensation. For 2006, the Chief Executive Officer’s base salary represented
approximately 45% of total target cash compensation and approximately 19% of total target direcl compensation.
For the other executive officers named in this proxy statement, their base salary represented between 54% and
69% of total target cash compensation and between 31% and 54% of total target direct compensation. Based on
marketplace practices, combined with the Compensation Committee members’ collective experience, the
Compensation Committee believes that this allocation of pay between base pay and short term and long term
incentive compensation provides a fair balance. It results in a base rate of pay that considers the external market,
internal equity and the executive’s individual performance, an appropriate incentive to achieve objectives set for
the current year while also providing a significant incentive that requires the executives to make decisions that
are intended to sustain attainment of business objectives over the longer term.

As part of the process for setting compensation for 2007 and future years, the Compensation Committee, in
late 2006, began reviewing “tally sheets” for each of the executives. Tally sheets provide the Compensation
Committee with detailed information, as of a given date, about each executive’s current compensation (including
the annualized value of any applicable benefit programs), a current accounting of the value of accrued/vested pay
that includes the value of shares of Company stock owned by the executive, the value of any vested stock options
and any other forms of equity, the vested value of any retirement benefits provided by the Company, and pay
and/or benefits triggered under a variety of employment termination scenarios. This provides additional context
for the Compensation Commitiee in setting future pay levels.

Determination of Amounts for Each Compensation Element

Base salary

An executive’s base salary is determined by an assessment of his/her performance against his/her individual
Job responsibilities, the executive’s effectiveness in identifying and developing future management talent, and
such other factors as the Chief Executive Officer or the Compensation Committee deems relevant for such
individual executive, all of which are considered in relation to the 50th percentile market base salary data for
such position provided in the Towers Perrin information.

For all positions other than Chief Executive Officer, the Chief Executive Officer recommends such other
executives’ base salary, and the Committee considers such recommendations and determines the base salaries.

Similarly, the Company’s Chairman of the Board solicits input from each of the other Directors regarding
the Chief Executive Officer’s performance during the year. In executive session, the Chairman of the Board
provides the Committee with a summary of the input received for further discussion. The Compensation
Committee’s independent consultant reviews the annual executive compensation study for the Chief Executive
Officer’s position. Based on these faclors, the Committee determines what adjustments in base salary to
recommend for approval to the full Board.

Annual Incentive

Payments under the Company’s annual incentive plan are tied to:

(i) the Company’s level of achievement of (a) earnings before interest, taxes, depreciation and
amortization (“EBITDA™) and (b} revenues and

(iiy the executive’s individual performance.

The Company has selected these measures because it believes that investors use these measures to evaluate
financial performance and because they also indicate the level of success with its strategy to de-lever, defend and
grow. EBITDA is a common measure of the profitability employed in the telecommunications and other capital-
intensive industries. To compute the annual bonus for each executive, the Company uses reported revenue and
EBITDA. The Compensation Committee and the Board review and approve these calculations. In conjunctton, it
may adjust the calculated result and/or goat amount for a change in business direction or an unanticipated event.
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For 2006, the Compensation Committee allocated the annual incentive targets as follows:
* 40% for attainment of the EBITDA goal

* 40% for attainment of the revenue goal

* 20% for individual performance

The Board approved both the revenue and EBITDA goals for the annual incentive plan. The resuits for 2006
as adjusted by the Compensation Committee for changes in business direction or unanticipated events were as
follows:

» Actual EBITDA was $447.2 million* vs. a goal of $460.3 million, which was 97.1% of goal
* Actual revenue was $1,270.1 million vs. a goal of $1,230.9 million, which was 103.2% of goal

The EBITDA and revenue goals are assessed independently of each other and are scaled above and below
their respective targets in the manner set out below. '

Percentage of Total
Percentage of Percentage of Annual Incentive
W ' Target Paid Paid
Below 95% . oo e e 0% 0%
050 o e 50% 20%
100 . s 100% 40%
120% OT ZrEAter ... .ottt irra e enns 200% 80%

If a certain minimum percentage of the target goal is not obtained, no portion of the executive’s annual
incentive for that criterion is paid and, if the executive’s targeted goal is exceeded, a larger percentage (up to
200%) of the target bonus is paid. For example, if 95% of the EBITDA target was reached, an executive would
be paid 50% of the EBITDA target goal or 20% (50% x 40%) of the annual incentive target for that portion of the
executive’s incentive.

After the determination of the amount an executive has earned pursuant to the EBITDA and revenue criteria,
the Compensation Committee then considers that executive’s individual performance. The Chief Executive
Officer provides the Compensation Commitiee with his assessment of each executive’s individual performances.
Subjectively, without a specific weighting of each factor, the Chief Executive Officer’s assessment includes,
depending on the executive, a consideration of financial, strategic, operational/organizational and personal
performance, '

At the Compensation Committee’s regularly scheduled meeting on January 26, 2007, the Chief Executive
Officer presented his assessment of each of the executive’s individual performance and recommended an award
for the final 20% of their bonus that is based on individual performance. The amounts awarded for 2006 to the
named executive officers, also shown in the Summary Compensation Table, which was slightly above target for
Mr. Dir, in excess of target bonus for Mr. Ross and approximately at target for Mr. Wilson reflect individual
variation in the assessment of the individual performance portion of the bonus by the Chief Executive Officer.
The Compensation Committee approved final bonus amounts as follows:

* Rodney D. Dir — $265,610
* Michael W. Callaghan — $91,350
* Brian A. Ross — $345,695
¢ Christopher J. Wilson -— $126,500

The Compensation Committee then met in executive session to consider Mr. Cassidy’s individual -
performance for 2006. The Compensation Committee evaluated the information obtained from the other directors
concerning the Chief Executive Officer’s individual performance, based on 2 discussion led by the Chairman of
the Board, which included succession planning, overall development of the Company leadership team and
community involvement/relationships. The Compensation Committee has wide latitude in evaluating the Chief

* Adjusted EBITDA for bonus calculation purposes only.
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Executive Officer’s performance and may recommend to the full Board a discretionary increase or decrease to
the Chief Executive Officer’s final incentive award as the Compensation Committee believes is warranted. The
Compensation Committee recommended to the full Board that Mr. Cassidy be awarded a bonus for 2006 of
$887.004, which was above Mr. Cassidy’s target bonus for 2006. The above target bonus reflects the level of
attainment against the Revenue and EBITDA goals set and the Compensation Committee’s and full Board's
assessment of Mr. Cassidy’s individual performance during the year. The full Board approved the award,

Long-term incentives

Long-term incentives are intended to emphasize that the Company’s executives need to focus on and
achieve the long-term business goals of the Company. Additionally, long-term incentive awards also aid the
development and retention of top management through share ownership and recognition of future performance.
An executive’s realization of his/her long-term incentive means that the Company has also performed in
accordance with plan over a long-term period.

The Company’s long-term incentives consist principally of stock options and performance-based awards
granted under the Company’s long-term incentive plan, The Compensation Committee has divided the total long-
term incentives approximately equally between stock option grants and performance unit grants because such an
allocation enables the Company to compensate executive management based upon a combination of stock price
appreciation and operating results that are consistent with its long-term business strategy. Stock options directly
align the executive’s interest with the shareholders’ interest because any actual realized value derived from stock
options requires appreciation in the Company stock price, whereas performance units vest and are convertible
into commeon stock based upon the attainment of specific objectives. Gains from prior awards, in the Company’s
and Compensation Committee's view, have been relatively modest and were not a factor in setting long-term
incentive grants in 2006. Additionally, long-term incentives are not included in the Company’s retirement
program for any purpose, including calculating any retirement benefits the executive may be entitled to when he
or she leaves the employ of the Company.

Stock options

The Company grants stock options at the fair market value of the Company’s common shares on the date of
grant, which are outstanding for a ten year period. The “fair market value” of the Company’s common shares on
the date of grant is defined in its 1997 Long Term Incentive Plan as the average of the high and low traded price
of the stock on the NYSE on the date of grant. The Compensation Committee has a long-standing practice of
making its annual grants of stock options at their December meeting.

The Compensation Committee (and in the case of the Chief Executive Officer, the full Board) grants stock
option awards based upon a review of peer company practices and each executive’s performance (as well as the
Chief Executive Officer’s recommendations concerning the other executives). To incent the executives to
achieve the Company’s long-term goals, the awards vest over a three-year period with a percentage of the award
vesting each year. The Compensation Committee noted that prior grants have exercise prices approximating this
year's grants, and, therefore, the prior grants had no material effect on the grant amounts awarded this year since
equity appreciation from earlier grants has been very modest.

Performance Plan

Performance-based awards, which are paid in shares of common stock, are based on the achievement of
specific Company quantitative goals over a three-year performance period. They are granted during the first
quarter of each calendar year following finalization and approval by the full Board of the one-year, (wo-year
cumulative and cumulative three-year financial goal(s) for the next three-year period. For the 2005 — 2007
(which target awards were made as restricted shares) and 2006 - 2008 periods (which target awards were made
as performance units), the Compensation Committee (and the full Board in the case of the Chief Executive
Officer) established a criterion of adjusted free cash flow. To compute each executive’s performance plan
attainment, the Company adds to or subtracts from reported free cash flow certain pre-established, non-recurring,
investment and financing cash flows, which include items such as financing proceeds and related fees,
acquisitions, divestitures, and capital expenditures that are less than the Company’s budgeted amount.
Additionally, the Compensation Committee or Board may also adjust this amount for unanticipated items or
changes in certain business objectives,
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The Compensation Committee and the full Board have selected adjusted free cash flow as the performance
measure because both believe that the Company’s ability to generate strong cash flow over a sustained period is
the key to continuing its de-lever, defend and grow strategy over the next several years. As noted above in the
discussion on stock options, using peer data (along with the Chief Executive Officer’s recommendations for the
other executives), the Compensation Committee makes performance unit grants to each executive other than the
CEO and makes a recommendation to the full Board with respect to the Chief Executive Officer. See page 43 for
a discussion of the payment of the performance units depending on the percentage of free cash flow results
achieved during each year of the three-year performance period.

For the 2005 - 2006 cumulative period under the 2005 — 2007 performance cycle, the adjusted free cash
flow goal and result, was, respectively, $365 million and $347.5 million, or 95.2% of the goal. With respect to
the 2006 period under the 2006 — 2008 performance cycle, the adjusted free cash flow and result, was,
respectively, $147 million and $160 million, or 108.8% of the goal.

The Overall Compensation Package

The material on the foregoing pages sets forth an overview and explanation of the Company's executive
compensation philosophy and how it is actually put into practice. The Company and Compensation Commitice
both believe that the central objective of effective compensation practice is to provide an appropriate and
competitive mixture of base pay (the “fixed cost” of the program) combined with incentive compensation
programs intended 1o create fair incentives to each executive that promotes achievement of current year goals and
longer-term business strategy in a way that is complimentary to each other and closely aligned with shareholder
interests. Over time, short- and long-term objectives/strategies may change, and the Company and the
Compensation Committee will make changes in the various elements of compensation that they believe are
responsive to these changes.

Benefits

Senior executives participate in the same pension and savings plans as all other eligible salaried and certain
non-union hourly employees. These include a qualified defined benefit plan with a nonqualified provision to the
extent that eligible earnings exceed the “covered compensation” limit each year. The Company funds all
contributions to this plan. In addition, the Chief Executive Officer is also covered under a nonqualified
supplemental retirement plan — Cincinnati Bell Pension Program {(“SERP™), which the Company alsc fully funds.
Provided Mr. Cassidy attains the age of 55 and has at least ten years of service, the SERP provides the Chief
Executive Officer with a benefit equal to 50% of the average of the highest 36 months of compensation during
his last five years of employment. The calculated benefit is reduced for benefits payable from both the qualified
defined benefit plan and the nonqualified provision within such plan. (The Company and Compensation
Committee have determined that it is unlikely that any new participants will be added to this plan in the future.)
The plans are designed to provide a reasonable level of replacement income upon retirement and provide an
incentive for executives to remain with the Company for a significant portion of their career. The executives,
along with all other salaried employees, participate in a 401(k) savings plan, which includes a Company
matching contribution feature that vests 100% of such matching contributions in the employee’s account as they
are made 1o the plan.

Each executive participates in a broad set of benefit plans and programs, including medical, dental, vision,
life, short- and long-term disability benefits and price discounts on home telephone service, on the same basis as
all other salaried employees. In addition, each executive is provided with a “cafeteria — style” flexible perquisite
program; that is, each executive has available to him or her a taxable annual allowance ($35.000 for Mr. Cassidy;
$23,000 for Messrs. Dir, Ross and Callaghan; and $13,000 for Mr. Wilson), which the executive can use o
defray expenses in connection with a wide variety of expenditures, such as tax and financial planning and
automobile allowances. In addition, each of the executives has an additional $3,000 amount, which is available
only to help pay for the cost of an annual executive physical examination if the executive chooses to have one.
The executive does not receive any of the taxable annual allowance that is not used to obtain the services or
products covered by this program, nor are they grossed up for any related income tax liability.

The Company established the flexible perquisite program many years ago in order to be competitive with
the market place practice. The Company and Compensation Committee believe the current program is modest
and reasonable. See page 51 for a more detailed discussion of this program and the benefits covered by it.

42




The Company believes that the various benefit plans and programs provided are consistent with
predominant U.S. employment practices and are necessary to attract and retain executive talent.

Proxy Executive Compensation

The Compensation Committee established 2007 compensation for the proxy executives at its regularly
scheduled December 2006 meeting using the principles and process described and explained above. The
assessment of each executive’s performance is detailed and both objective and subjective. Their current total
compensation opportunity was compared to that of other executives in similar positions in the custom group of
telecommunications companies at the 50th percentile of market pay after adjusting for differences in annual
revenue of the company. Their compensation is based on both the Company’s performance as well as each
executive’s personal performance and is designed to be aligned with the existing business strategies to de-lever,
defend and grow the Company,

Mr. Cassidy reviewed each element of the individual executive's total compensation opportunity — base
salary, annual bonus and long-term incentive compensation with the Compensation Committee. In addition, the
Compensation Committee reviewed a tally sheet showing the value or cost of the various benefit, retirement and
perquisite plan participation for each named executive officer.

Based on the principles previously discussed, Mr. Cassidy made the following recommendations, which the
Compensation Committee approved, based on data from the compensation study. his assessment of individual
performance and internal equity:

* Base Salary:
* Mr. Dir’s salary was increased from $300,000 to $330,000 beginning in 2007.
* M. Callaghan’s salary was not reviewed due to his year-end retirement.
* Mr. Ross’s salary was increased from $350,000 to $375.000 beginning in 2007.
* Mr. Wilson’s salary was increased from $250.000 to $300,000 beginning in 2007.
* Annual Bonus Target:
* Mr. Dir’s target bonus remains unchanged at 85% of base salary for 2007.
* Mr. Callaghan’s bonus target was not reviewed due to his year-end retirement.
* Mr. Ross’s target bonus was increased from 85% to 100% of base salary for 2007.
* Mr. Wilson’s target bonus remains unchanged at 50% of base salary for 2007.
* Long-Term Incentives:

* For the 2006 fiscal year Mr. Dir was granted 50,000 performance units during the first quarter of 2006
with respect to the three-year 2006 — 2008 performance plan, which accounted for approximately 50%
of Mr. Dir’s long-term incentive opportunity. On December 1, 2005, the Compensation Committee
granted Mr. Dir 100,000 nonqualified stock options for the 2006 fiscal year. For the 2007 fiscal year,
Mr. Dir received a grant of 100,000 nonqualified stock options at the Compensation Committee’s
regularly scheduled December 8, 2006 meeting and, following approval of goals for the 2007 — 2009
performance unit plan, Mr. Dir received a target grant of 50,000 performance units at the Compensation
Committee’s January 2007 meeting.

* Mr. Callaghan has not participated in any of the three-year performance plan cycles due to his
participation in the 2003 success bonus plan. On December 1, 2005, the Compensation Comrmnittee
granted Mr. Callaghan 75,000 nonqualified stock options for the 2006 fiscal year. For the 2007 fiscal
year, Mr. Callaghan did not receive a grant of stock options because of his retirement on December 31,
2006.

* For the 2006 fiscal year Mr. Ross was granted 62,500 performance units during the first quarter of 2006
with respect to the three-year 2006 — 2008 performance plan, which accounted for approximately 50%
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of Mr. Ross’s long-term incentive opportunity. On December 1, 2005, the Compensation Committee
granted Mr. Ross 150,000 nongualified stock options for the 2006 fiscal year. For the 2007 fiscal year,
Mr. Ross received a grant of 200,000 nonqualified stock options at the Compensation Committee’s
regularly scheduled December 8, 2006 meeting and, following approval of goals for the 2007 — 2009
performance unit plan, Mr. Ross received a target grant of 75,000 performance units at the
Compensation Committee’s January 2007 meeting.

¢ For the 2006 fiscal year Mr. Wilson was granted 43,500 performance units during the first quarter of
2006 with respect to the three-year 2006 — 2008 performance plan, which accounted for approximately
50% of Mr. Wilson’s long-term incentive opportunity. On December 1, 2005, the Compensation
Committee granted Mr. Wilson 77,400 nonqualified stock options for the 2006 fiscal year. For the 2007
fiscal year, Mr. Wilson received a grant of 100,000 nonqualified stock options at the Compensation
Committee's regularly scheduled December 8, 2006 meeting and, following approval of goals for the
2007 — 2009 performance unit plan, Mr. Wilson received a target grant of 50,000 performance units at
the Compensation Committee’s January 2007 meeting.

The Compensation Committee then met in executive session with only its independent outside consultant
present, to determine the amount of Mr. Cassidy’s compensation elements for 2007. The Compensation
Committee reviewed its recommendations and the full Board approved those changes.

In doing so, the Compensation Committee focused its deliberations primarily on the following factors in
determining Mr. Cassidy’s compensation:

* The objectives of the Company’s compensation programs;

s The compensation of other Chief Executive Officers in the custom group of telecommunications
COMpanies;

« The overall resuits achieved by the Company in a highly competitive market environment; and

s Mr. Cassidy’s personal performance including succession planning and his personal involvement in
community affairs in the greater Cincinnati area.

The Compensation Committee also took into consideration Mr. Cassidy’s request that his current base
salary remain unchanged for 2007.

As a result of the data and the deliberations, the Compensation Committee recommended, and the full Board
approved, the following changes:

» Base Salary — Mr. Cassidy’s base salary for 2006 was $645,000 and will remain unchanged at $645,000
for 2007.

« Annual Bonus Target — Mr. Cassidy’s target bonus for 2006 was 120% of base salary and will be
increased to 130% of base salary for 2007.

* Long-Term Incentives — For the 2006 fiscal year, Mr. Cassidy was granted 286,500 performance units
during the first quarter of 2006 with respect to the three-year 2006 - 2008 performance plan, which
accounted for approximately 50% of Mr. Cassidy’s long-term incentive opportunity. In addition, the
Committee also granted Mr. Cassidy 425,000 nonqualified stock options on December 1, 2005 and 85,000
stock options were granted on January 27, 2006. For the 2007 fiscal year, Mr. Cassidy received a grant of
574.350 nonqualified stock options at the Committee’s regularly scheduled December 8, 2006 meeting
and, following approval of goals for the 2007 — 2009 performance unit plan, Mr. Cassidy received a target
grant of 298,200 performance units at the Committee’s January 2007 meeting.

The value of the Company’s retirement program was not considered in any of the compensation decisions
made on proxy officer compensation because survey data tends to focus on those elements of pay which most
directly align the interests of executives and shareholders, which the Company believes is most effectively
accomplished through its short- and long-term incentive compensation programs.




Miscellaneous Items

Stock Ownership Guidelines

The Compensation Committee recognizes that executive stock ownership is an important means of aligning
the interests of the Company’s executives with those of its shareholders. To that end, the Compensation
Committee has established the following stock ownership guidelines:

Chief Executive Officer — 3 times base salary
Other named executive officers — 1.5 times base salary

Since the personal situation of each executive may vary, the Compensation Committee has not set a specific
period of time in which the ownership level must be achieved, but does expect each executive to make
measurable progress on a year-over-year basis as evidenced by the number of shares owned multiplied by the fair
market value of the Company’s stock. Aside from the Company’s actual performance from one year to the next, ‘
the price of the Company’s stock price may vary due to the general condition of the general economy, which may /
also be reflected in the trend of the stock market. Therefore, the Compensation Committee may measure an [
executive’s progress more on the basis of the year-over-year increase in the number of shares owned than the -
actual market value in relation to the executive’s ownership goal. For purposes of measuring ownership, only
shares owned outright by the executive (including shares owned by the executive’s spouse and/or dependent
children, and shares owned through the Company's savings plan and/or deferred compensation plan) are
included. Shares represented by vested stock options or any other form of equity for which some condition
remains to be completed before the executive has earned a right to and actually received the shares {except as
may have been electively deferred to a future date) are not included in determining the executive’s level of
ownership.

As of February 28, 2007, Mr. Cassidy owned shares valued at approximately 125% of his ownership target
of three times his base salary. In addition, as of February 28, 2007, Mr. Dir, who Jjoined the Company in July
2005, has achieved approximately 45% of his ownership goal; Mr. Wilson has achieved approximately 46% of
his ownership goal and Mr. Ross has achieved approximately 95% of his ownership goal. The ownership target
changes as the executive’s base salary is adjusted.

Severance/Change-in-Control Payments and Benefits

The severance and change-in-control payments and benefits described in more detail beginning on page 60
were important to ensure the retention of Mr. Cassidy and the other named executive officers at the time they
were promoted to their present positions and to their continued retention. The payments and benefits are
comparable to those that their predecessors in office were receiving and are reasonable and consistent with
market practice. Market survey data indicates that the level of payments and benefits is comparable to that
provided by other companies to employees at a similar level. Providing employment agreements to these key
executives provides several advantages to the Company. These agreements give the Company the flexibility to
make changes in key executive positions, if such change is determined by the Company or the Board to be in the
best interests of the Company. Under the provisions of the employment agreements, the Company and the Board
have the flexibility to make such a change with or without a showing of cause and the provisions of the
agreements minimize the potential for litigation by establishing separation terms in advance and requiring that
any dispute be resolved through an arbitration process. Additionally, the Company considers the employment
agreements to be important in situations involving a possible change-in-control because they provide the
executives with sufficient compensation and clarity of terms, should a change in control occur. Thus, the
executives are able to devote their full attention to fairly evaluate the potential transaction and its benefit to the
Company and its shareholders rather than being distracted by the transaction’s possible effect on their personal
employment situation. In addition, other employment termination scenarios covered by the agreements include
disability, death, termination by the Company for cause, and the executive's voluntary termination.

-

Mr. Callaghan’s employment agreement included a provision, that was amended into his agreement on
February 3, 2003, whereby he was entitled to a payment equal to two times the sum of his base salary plus target
bonus should he elect to terminate his employment with the Company by December 31, 2006. In addition,

Mr. Callaghan was entitled to continue his medical, dental, vision and life insurance at active employee
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contribution rates for a two year period following his termination of employment plus payment of an additional
amount equal to the present value of an additional two years of participation in the pension plan based on his
base salary and target bonus in effect on his last day of employment.

Adjustments and/or Recovery of Award Payments

The Company is subject to and adheres to the requirements of Section 304 of the Sarbanes Oxley Act.
Therefore, if the Company was required to restate its financial results due to any material noncompliance of the
Company, as a result of misconduct with any financial reporting requirement under the securities laws, it would
act promptly to recover from the Chief Executive Officer and Chief Financial Officer any bonus or other
incentive-based or equity-based compensation received and/or any profits from the sale of securities of the
Company during the twelve month period following the date the financial statements, that were subject to
restatermnent, were issued.

Compensation Limitation

Section 162(m) of the Internal Revenue Code generally limits the available deduction to the Company for
compensation paid to any of the Company’s named executives to $1,000,000, except for performance-based
compensation that meets certain technical requirements. Although the Compensation Committee considers the
anticipated tax treatment to the Company and the executive officers of its compensation payments, the
Compensation Committee has determined that it will not necessarily seek to limit executive compensation to that
deductible under Section 162(m) of the Internal Revenue Code.
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EXECUTIVE COMPENSATION

Summary Compensation Table

The following table sets forth information concerning the compensation of any person who served as the

principal executive officer (John F. Cassidy) or principal financial officer (Brian A. Ross) during the fiscal year
ended December 31, 2006, and the three most highly compensated persons who served as executive officers
(Rodney D. Dir, Michael W. Callaghan, Christopher J. Wilson) as of December 31, 2006 (collectively, the
“Named Executive Officers™):

Summary Compensation Table

Change in Pension
Value and Non-
Qualified Deferred
Stock Option Compensation All Other
Name and Salary Bonus Awards Awards Earnings Compensation  Total
Principal Position Year (§) %) {$) $) (©) ($) (d) ($) (0 %)
John F. Cassidy ............ 2006 643,000 B87.004 1,232,087 (a) 54,164 870,473 37,459 3,726,187
President and Chief
Executive Officer
Brian A, Ross ... ........... 2006 350,000 345695 220,211 (a)b) 9,050 48,990 31,400 1,005,346
Chief Financial Officer
Rodoney D.Dir ............. 2006 300,000 265,610 244,330 (a) 4,525 48,813 25,389 888,667
Chief Operating Officer
Michael W. Callaghan ....... 2006 250,000 91,350 2,260 (b) — 54,788 851,176 1,249,574

Senior Vice President —
Corporate Development
Christopher J. Wilson . . ..., .. 2006 250,000 126,500 144,043 (a)(b) 4,525 18,905 20,148 564,121
Vice President, General
Counsel and Secretary

(a)

(b}

()

@

The stock awards for each of the named executives, excluding Mr. Callaghan, represent the amount of FAS 123(R) expense accried in
2006 for the 200§ — 2006 cumulative period portion of the 2005 — 2007 performance petiod and the 2006 period under the 2006 — 2008
performance period that was payable based on free cash flow results as of the end of 2006 for the respective periods. The expense was
based on the actual payout eamed and was based on the fair market value of the Company’s stock on the date the grants were first made;
January 28, 2005 at $4.295 per share, in the case of the 2005 — 2007 performance period and March 27, 2006 at $4.283 per share, in the
case of the 2006 - 2008 performance period. Additionally, the amounts inclede accrued expense for the 2006 — 2007 cemulative period
portion of the 2006 — 2008 performance period. For a discussion of these awards, see Noie 14 to our Consolidated Financial Statements
included in our Annual Report on Form 10-K for the year ended December 31, 2006.

The values also reflect the FAS 123(R) expense the Company recorded in 2006 related to time-based restricted stock awards granted to
Messrs. Ross. Callaghan and Wilson on February 5, 2004 and vesting on February 5, 2006. For a discussion of valuation assumptions
and methodology, see Note 14 to our Consolidated Financial Statements included in our Annual Report on Form 10-K for the year ended
December 31, 2006.

The values reflect the FAS 123(R) expense the Company recorded in 2006 related to stock options granted to each of the executives on
December 8, 2006, and the January 27, 2006 grant to Mr. Cassidy. For a discussion of valuation assumptions and methodology, see Note
14 to our Consolidated Financial Statements included in our Annual Report on Form 10-K for the year ended December 31, 2006. The
actual stock option grants are shown in the Grant of Plan-Based Awards table on page 49.

The amounts shown in this column for Messrs. Cassidy, Ross, Dir, Callaghan and Wilson represent the one-year increase in the value of
their qualified defined benefit plan and nenqualified excess plan as of December 31, 2006, projected forward to age 65 for each
executive with interest credited at the rat¢ a terminated participant would be given (3.5%) and then discounted back to December 31,
2006 at the discount rate of 5.75% required under FAS 87. Mr. Cassidy’s total increase also includes an amount equal to $203,000,
which represents the change from 2005 to 2006 in the actuarial present value of the accumulated benefit for a contractual retirement
benefit in his employment agreement. Additionally, it includes $505,000, which represents the change from 2005 to 2006 in the actuarial
present value of the accumnulated benefit under the SERP. None of the executives receive any preferential treatment under the
Company’s retirement plans,
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(e} The table below shows the components of the “All Other Compensation™ column.

Flexible Perquisite Severance Total “Al Other
401(k) Match Program Reimbursements Payment Compensation™
Name ( i ) 2) ®
John F. Cassidy ................... 8,400 29,059 ) — 37,459
Brian A, ROSS . ...t 8,400 23,000 —_ 31,400
Rodney D Dir ...t 8.400 16,98% — 25,389
Michael W, Callaghan . ............. R.494 23,000 819,682 851,176
ChristopherJ. Wilson ........... ... 7.233 12,915 — 20,148

(1) For more detail about the Company’s Flexible Perquisite Reimbursement Program see the discussion in the Compensation
Disclosure and Analysis beginning on page 37. In 2006, the following program benefits were utilized by the executives:
Mir. Cassidy — automobile allowance election, legal/financial planning fees and club dues; Mr. Ross — automobile allowance,
club dues, life insurance, monthty home security system and legal/financial planning fees; Mr. Dir — automobile allowance, club
dues and legal/financial planning fees; Mr. Callaghan — automobile allowance, club dues and legal/financial planning fees; and
Mr. Wilson — automabile allowance, club dues, life insurance premiums and legal/financial planning fees. None of the executives
received in excess of $25,000 for any individual type of perquisite available under the Flexible Perquisite Reimbursement Program.

{2} Mr. Callaghan's severance payment was pursuant to his employment agreement which provided for a payment equal to (wo times
the sum of his current base salary plus target bonus in effect on his last day of employment. The severance payment also includes
an amount equal to the present value of an additional two years of participation in the Company’s pension plan as though his base
salary and target bonus had remained unchanged.
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Discussion of Summary Compensation Table and Grant of Plan-Based Awards

Employment Agreements

During 2006, all of the Named Executive Officers were employed pursuant to agreements with the
Company. Each employment agreement sets forth, among other things, the Named Executive Officer’s base
salary, bonus opportunities, entitlement to participate in the Company’s benefit and pension plans and to receive
equity awards, and post-termination benefits and obligations.

Mr. Cassidy’s employment agreement, which was effective as of January 1, 1999 (and amended on
September 20, 2002 and July 26, 2005), provides for the employment and retention of Mr. Cassidy for a four-
year term commencing January 1, 1999 subject to automatic one-year extensions. Mr. Cassidy’s employment
agreement provides for: '

e a minimum base salary of $550,000 per year and a minimum bonus target of $495,000 per year;

* an initial grant of options in 1999 to purchase 30,000 common shares and additional grants to be
determined each subsequent year;

® an initial restricted stock award in 1999 of 40,000 common shares which vested on May 23, 2003; and
* a nonqualified supplemental retirement plan.

Because Mr. Cassidy has been employed by the Company for over 10 years and was employed after April 8,
2006, his nonqualified supplemental retirement plan benefit has vested and is equal to the portion of his accrued
pension under the Cincinnati Bell Management Pension Plan that is attributable to his first ten years of service.
Mr. Cassidy’s supplemental pension shail be paid to him (or his estate if his employment terminates by reason of
his death) in a single Jump sum within ninety days after the termination of his employment.

Mr. Ross’s employment agreement, which was effective July 26, 2005, provides for the employment and
retention of Mr. Ross for a one-year term subject to automatic one-year extensions. Mr. Ross’s employment
agreement provides for a minimum base salary of $350,000 per year and a minimum bonus target of $297,500
per year.

Mr. Dir's employment agreement, which was effective July 26, 2005, provides for the employment and
retention of Mr. Dir for a one-year term subject to automatic one-year extensions. Mr. Dir’s employment
agreement provides for a minimum base salary of $300,000 per year, a minimum bonus target of $255,000 per
year, a guaranteed bonus for 2005 (which was paid in early 2006 when other annual bonuses are customarily
paid) of $255,000 and an initial grant of 200,000 stock options on his first day of employment (July 11, 2005).

Mr. Callaghan’s employment agreement, which was effective December 4, 2001 (and amended on
February 3, 2003, October 22, 2003, December 3, 2004 and December 15, 2005), provides for the employment
and retention of Mr. Callaghan for a two-year term subject to automatic one-year extensions. Mr. Callaghan’s
employment agreement provides for a minimum base salary of $250,000 per year; a bonus target of $100,000 per
year; and an initial grant of options to purchase 100,000 common shares in 2001 and additional grants to be
determined each subsequent year. In addition, under the February 3, 2003 amendment to his employment
agreement, Mr. Callaghan became eligible to receive a one-time bonus payment equal to 50% of the sum of his
then current annual base salary and bonus target upon completion of the sale of the Company’s broadband
business (the “Success Plan”). The February 3, 2003 amendment also gave Mr. Callaghan the right to terminate
his Employment Agreement at any time within the seven calendar days following completion of the Success Plan
with the same rights and privileges that would have accrued to Mr. Callaghan had the Company terminated his
Employment Agreement within one year of a change in control. Amendments to his employment agreement
dated October 22, 2003, December 3, 2004 and December 15, 2005 effectively postponed this self-termination
right to the time period between December 26, 2006 and December 31, 2006. Mr. Callaghan exercised this self-
termination right and terminated his employment with the Company effective December 31, 2006.

Mr. Wilson’s employment agreement, which was effective July 26, 2005, provides for the employment and
retention of Mr. Wilson for a one-year term subject to automatic one-year extensions. Mr. Wilson’s employment
agreement provides for a minimum base salary of $250,000 per year and a minimum bonus target of $125,000
per year.
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Each of the Named Executive Officers participates in the Cincinnati Bell Management Pension Plan (the
“Management Pension Plan”), which is a qualified defined benefit plan, and a nonqualified excess benefit plan
(the provision for this excess benefit is contained in the qualified defined benefit pension plan document), which
applics the same benefit formula to that portion of the base wages and annual bonus payment that exceeds the
maximum compensation that can be used in determining benefits under a qualified defined benefit pension plan.
All salaried and non-union hourly employees of the Company also participate in the Management Pension Plan
on the same basis and their benefits vest over a five-year period at the rate of 20% per year. Covered
compensation for purposes of calculating benefits include base wages — including any applicable overtime
wages paid — plus annual bonus payments. Upon separation from employment, vested benefits are payable
either as a lump-sum, a single life annuity or, for married participants, a 50% joint and survivor, which provides
a reduced benefit for the employee in order to provide a benefit equal to 50% of that amount if the employee dies
before his/her spouse. The Management Pension Plan is described in further detail on page 56.

Finally, Mr. Cassidy is also covered under a nonqualified supplemental retirement plan — Cincinnati Bell
Pension Program (“SERP”). The SERP provides covered participants with a benefit equal to 50% of their
average monthly compensation, which is the average monthly compensation for the highest 36 month period
during the participants last five years of employment, less an offset for any benefits payable from the qualified
and nonqualified provisions of the Cincinnati Bell Management Pension Plan and the participant’s projected age
65 social security benefit. Benefits are reduced 2,5% per point for age and service to the extent the sum of the
participant’s age plus years of service equals less than 75, Participants are also provided with an additional
payment equal to their estimated age 62 social security benefit until they reach age 62. Benefits are normally
payable as an annuity — either single life or 50% joint and survivor for married participants -— or as a 15-year
installment. Under the terms of the Program, a participant must be at least age 55 and have attained at least 10
years of service to be vested in their benefit.

Each of the employment agreements also provide for severance payments upon termination of employment
as a result of death or disability, termination by the Company without cause or termination upon a change of
control. The payments to the Named Executive Officers upon termination or a change in control are described on

page 60.

\/ EENES Ao \

Long-term Incentives

The Compensation Committee has divided the total long-term incentives granted to the Named Executive
Officers approximately equally between stock option grants and performance unit grants becavse such an
allocation (i} prevents an excessive portion of long-term compensation being aligned solely on the achievement
of stock price appreciation and (ii) provides an equivalent opportunity for an executive to be rewarded based on
the Company achieving its more objective quantitative operating results that are consistent with its long-term
business strategy. Prior to 2006, the Compensation Committee also granted performance restricted shares to the
Named Executive Officers. The long-term incentives granted to the Named Executive Officers are described in
the Compensation Discussion and Analysis that begins on page 37.

Other Benefits \

Each Named Executive Officer is eligible to participate in the Cincinnati Bell Inc. Flexible Perquisite
Reimbursement Program and to receive the Company’s matching contribution under the qualified defined
contribution plan in which all salaried employees of the company are eligible to participate. The flexible
perquisite program provides each cligible executive with an annual allowance (Mr. Cassidy — $35,000, Mr. Dir
— $23,000, Mr. Ross — $23,000, Mr. Callaghan — $23,000 and Mr. Wilson — $13,000) that may be used to
cover a variety of expenses, including

* automobiles (up to 60% of their annual allowance),
* tax planning and preparation,
* financial and estate planning,

* legal fees (excluding legal fees incurred in connection with an action against the Company),
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e additional life and disability insurance that the executive may maintain on him or herself,
+ initiation fees and monthly dues in connection with sbciai chubs,

* installation and monthly fees for home security,

» adoption fees, .

* purchase of software designed to provide or assist with tax planning/preparation, and

* financial, estate and legal planning/documents.

Executives must pay first for eligible services and submit an invoice and evidence of payment in order to be
reimbursed. [n addition, the Company believes these executives should have annual, extensive physical
examinations and, to encourage the executive to do so, provides an additional amount equal to $3,000 annually
exclusively to defray the cost of such physical exams. This additional amount may not be used for any other
purpose. Executives may submit requests for reimbursements for any given year until March 31st of the year
following the year in which the expense was incurred. Any unused amounts, both the annual allowance and the .
additional amount for executive physicals, may not be carried over to the next year and are forfeited by the
executive.

Salar_); and Cash Incentive Awards in Proportion to Total Compensation

Proportionately, the approximate percentage of total compensation in 2006 for each named executive
represented by the sum of their salary plus bonus is as follows: Mr. Cassidy — 41%, Mr. Ross — 69%, Mr. Dir
— 64%, Mr. Callaghan — 27% and Mr. Wilson — 67%.
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Outstanding Equity Awards at Fiscal Year End

The following table sets forth information concerning options and other equity awards held by the Named
Executive Officers at December 31, 2006:

Outstanding Equity Awards at 2006 Fiscal Year-End

Option Awards Stock Awards
Equity
Equity Incentive
Equity Incentive  Plan Awards:
Incentive Plan Plan Awards: Market or
Awards: Market Number of Payout Value
Number of Number of  Value of Unearned  of Unearned
Number of Number of Securities Shares or  Shares or Shares, Units Shares, Units
Securities Securities Underlying Units of Units of or (ther or Other
Underlying  Underlying  Unexercised Option Stock That Stock That Rights That  Rights That
Unexercised Unexercised Unearned  Exercise Option Have Not  Have Not Have Not Have Not
Options (/) Options (#) Options Price  Expiration  Vested Vested Vested Vested
Name Exercisable Unexerciszble # $ Date (a) # % #) (b) ($){c)
John F. Cassidy ........ 6.000 —_ — 12.981 01/02/07
6.000 —_ 13.155 01/02/08
57,300 — 16.75 01/04/09
20,000 — 18.6875 08/20/09
200,000 — 16.7813 09/17/09
15,000 — 35.9688 01/03/10
400,000 — 23.5313 0572310
80,000 — 22,8438 01/02/11
400,000 — 9.645 12404411
600,000 3.48 12/05/12
801,000 5.655 12/04/13
666,100 —_ 3.70 12/03/14
425,000 -_ 3995 12/01/15
— 85.000 349 0172716
—_ 574,350 4.7350 12/08/16
— — 582,104 2,660,215
Brian A.Ross ......... 400 — — 18.3438 01/04/09
15,000 — 17.50 09/13/09
25,000 —_ 35.9088 01/03/10
20,000 — 22,8438 0140211
5,000 —_ 16.425 09/05/11
25,000 — 9.645 12/04/11
60,000 — 348 12/05/12
61,000 — 5.655 12/04/13
300.000 — 3.57 01/29/14
150,000 — 370 12/03/14
150,000 —_ 3995 12/01/15
— 200.000 4.735 12/08/16
— —_ 94,660 432,596
Rodney D. Dir .. ....... 200,000 —_ — 451 07/11/15
100,000 — 3.995 12/301/15
—_ 100,000 4.735 12/08/16
— — 96,080 439,086
Michael W. Callaghan . , . 3,200 -_— 12.981 01/02/07
5100 13.155 OKHO2/08
20,000 — 22.375 03/31/09
400 — 22.25 04/01/09
250,000 — 16.7813 09/17/09
20,000 — 35.9688 01/03/10
15,000 —_ 22.8438 0140211
100,000 — 9.645 12/04/11
100,000 — 348 12/05/12
51,000 — 5.655 12/4/13
75,000 — 370 12/03/14
75,000 — 3.995 120115
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Option Awards Stock Awards

Equity
) Equity Incentive
Equity Incentive  Plan Awards:
Incentive Plan Plan Awards:  Market or
Awards: Market  Number of Payout Value
Number of Number of Value of Unearned  of Unearned
Number of Number of Securities Shares or Shares or Shares, Units Shares, Units
Securities Securities Underlying Units of Units of or Other or Other
Underlying Underlying  Unexercised  Option Stock That Stock That Rights That  Rights That
Unexercised Unexercised Unearned  Exercise  Option Have Not HaveNot  Have Not Have Not
Options (#  Options (#) Options Price Expiration  Vested Vested Vested Vested
Name Exercisable Unexercisable # (&3] Drate (a) # ($) # (b ($) ()
Christopher J. Wilson . . . 8,000 — —_ 16,75 01/04/09
8,000 — 35.9688 01/03/10
7,250 — 2223438 O0211
1,000 -— 16.425 09/05/11
7,400 — 9.645 12/04/11
20,000 —_ 348 12/05/12
51,000 — 5.655 12/04/13
75,000 — 370 12/03/14
77,400 — 3.995 12/H/15
— 130,000 4735 12/08/16

— — 59,580 272,281

{n) All options granted are for a maximum period of ten years from the date of grant and vest over a three year period. Options vest 28% on
the first anniversary of the original date of grant and, thereafter, at the rate of 3% per month for the next 24 months. Options granted to
Mr. Cassidy on January 27, 2006 will vest 28% on January 27, 2007 and at the rate of 3% per month thereafter for the next 24 months.
Options granted on December 8, 2006, will vest 28% on December 8, 2007 and at the rate of 3% per month thereafter for the next 24
months.

{(b) Amounts shown in the column represent performance restricted shares originally granted for the 2005 — 2007 performance period less
performance restricted shares that were earned for the 2005 performance period and awarded and vested on February 28, 2006 (see
Nongqualified Deferred Compensation Table on page 58) plus the performance unit grant made to each of the executives for the 2006 -
2008 performance period on March 27, 2006.

(¢) Amounts represent the value of equity incentive plan awards not yet vested based on the closing price of the Company's common shares
on the NYSE on December 29, 2006 {$4.57), which was the last trading day of 2006.
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Option Exercises and Stock Vested

The following table sets forth information concerning the exercise of options and the vesting of stock held
by the Named Executive Officers during the fiscal year ended December 31, 2006:

Option Exercises and Stock Vested in 2006 Fiscal Year

Option Awards Stock Awards
Number of Shares Value Realized Number of Shares Value Realized

Acquired on Exercise on Exercise Acquired on Vesting on Vesting
Name (#) $ #) (a) ($} (b)
John F. Cassidy ................ — — 255,896 1.046,615
Brian A.Ross . ............... .. — — 37,840 150,066
RodneyD.Dir ................. — — 13,920 56,933
Michael W. Callaghan . ..., .. .. .. — — 10,000 36,200
Christopher J. Wilson ........... — — 23,920 93,133

(a) Mr. Cassidy and Mr. Ross both elected to defer their share awards earned under the 2005 — 2007
performance period and attributable to 2005 performance, 255,896 shares in the case of Mr. Cassidy and
27,840 shares in the case of Mr. Ross.

(b) Amounts represent the fair market value of the shares acquired by each of the executives on the date such
awards vested. The value of the 10,000 time-based restricted shares that vested for each of Messrs. Ross,
Callaghan and Wilson, is calculated based on the closing price of the Company’s common shares on the
NYSE on February 3, 2006 ($3.62). For all other shares that vested in 2006, which were awarded under the
2005 — 2007 performance period, the value is calculated based on the closing price of the Company’s
common shares on the NYSE on February 28, 2006 ($4.09). Messrs. Cassidy and Ross deferred receipt of the
shares awarded for the 2005-2007 performance period. Deferrals of share awards are required, under the
terms of the 1997 Cincinnati Bell Inc. Executive Deferred Compensation Plan, to be invested in common
shares of the Company for a period of at least six months. Shares deferred are payable upon the termination
of employment in two annual installments beginning the later of six months following the date of termination

of employment or March 1st of the year following the year in which the executive terminates his employment

with the Company,
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Pension Benefits
The following table sets forth information concerning the pension benefits to the Named Executive Officers:

Pension Benefits for 2006 Fiscal Year

Payments
Number of Present Value During
Years Credited of Accumulated Last
Service Benefit Fiscal
Name Plan Name #) (e) ($) () (&) Year ($)
John F, Cassidy ....... Qualified Defined Benefit Plan (a) 11 169,375 —
Non-Qualified Excess Plan (b) 11 714,405 —
Non-Qualified Supplemental Plan (¢) 11 3,033,710 —
Employment Agreement (d} 11 968,996 —
Total 4,886,486
Brian A.Ross ......... Quatlified Defined Benefit Plan (a) 9 106,384 —
Non-Qualified Excess Plan (b} 9 126,995 —
Total 233,379
RodneyD.Dir ........ Qualified Defined Benefit Plan (a) 1 21,789 —
Non-Qualified Excess Plan (b) l 27,024 —
Total 48,813
Michael W. Callaghan ..  Qualified Defined Benefit Plan (a) 13 126,340 —
Non-Qualified Excess Plan (b) 13 218,635 —
Total 344,975
Christopher J. Wilson . .. Qualified Defined Benefit Plan (a) 8 62,128 —
Non-Qualified Excess Plan (b} 8 27,420 —
Total 89,548

{2) Cincinnati Bell Management Pension Plan

(b) Nonqualified ERISA Excess Provisions of the Cincinnati Bell Management Pension Plan

(c) SERP

(d) Employment Agreement between the Company and Mr. Cassidy

(¢) None of the executive officers have been granted additional years of service under any of the plans and this
column reflects the actual years of service of each executive officer.

(f) Amounts in the column represent the accumulated benefit obligation computed using the same assumptions
as used for financial reporting purposes, described in more detail in Note 9 to our Consolidated Financial
Statements included in our Annual report on Form 10-K for the year ended December 31, 2006.

{g) If any of the executive officers had retired on December 31, 2006, they would be entitled a benefit equal to
the balance then credited to them, without any reduction, under the Cincinnati Bell Management Pension
Plan (both the Qualified Defined Benefit Plan portion and the Non-Qualified Excess Plan portion) as of that
date. They may elect a lump-sum or equivalent annuity form of payment. Although Mr. Cassidy would
receive the benefit under his employment agreement if he retires, because Mr. Cassidy has not attained 55
years of age, he would not be entitled to any benefits under the SERP described above.

All of the Named Executive Officers of the Company participated during 2006 in the Cincinnati Bell
Management Pension Plan (the “Management Pension Plan™), which is a tax-qualified defined benefit pension
plan. The Management Pension Plan is the same plan that is available to all other eligible salaried and certain
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non-union hourly employees. Mr. Cassidy also participates in the SERP. Contributions to the Management
Pension Plan and the SERP are fully funded by the Company.

The basic benefit formula under the Management Pension Plan is a cash balance formula. Under this
formula, each participant has an account to which pension credits are allocated at the end of each year based
upon the participant’s attained age and plan compensation for the year (with such plan compensation being
subject to a maximum legal annual compensation limit, which limit was $220,000 for 2006). A participant’s plan
compensation for the year equals the participant’s base salary plus any commissions or bonuses received, To the
extent that a participant’s plan compensation exceeds the aforementioned annual compensation limitation,
additional pension credits are given for such additional compensation under a non-tax-qualified retirement plan
that is operated in conjunction with the Management Pension Plan (the “Excess Benefit Plan™). The following
chart shows the 2006 annual pension credits that are given at the ages indicated:

Attained Age Pension Credits -
Less than 30 years 3.00% of total plan compensation plus 3.00% of excess compensation for 2006* /
30 but less than 35 years 3.25% of total plan compensation plus 3.25% of excess compensation for 2006 |
35 but less than 40 years 3.75% of total plan compensation plus 3,75% of excess compensation for 2006 )
40 but less than 45 years 4.50% of total plan compensation plus 4.50% of excess compensation for 2006 : @
45 but less than 50 years 5.25% of total plan compensation plus 5.25% of excess compensation for 2006 =
50 but less than 55 years 6.50% of total plan compensation plus 6.50% of excess compensation for 2006 ! ?\
55 or more years 8.00% of total plan compensation plus 8.00% of excess compensation for 2006

*  For purposes of the above charge, “excess compensation” means the portion of a plan participant’s total plan
compensation for 2006 that exceeds the Social Security old-age retirement taxable wage base for 2006, !

1
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A participant’s account under the Management Pension Plan is also generally credited with assumed interest
for each calendar year at a certain interest rate. Such interest rate was 4.0% per annum for 2006 with respect to a
participant while he or she is still employed by the Company or a Company subsidiary and 3.5% (or 4.0% if a
participant elects out of a pre-retirement death benefit) for a participant while he or she is not so employed. (In
the case of a participant who was a participant in the Management Pension Plan on December 3, 1993 or who
has benefits transferred from other plans to the Management Pension Pian, the participant’s account also was
credited with pension credits equivalent to the participant’s accrued benefit under the plan or such other plans on
that date or when such benefits are transferred, as the case may be),

IRV

After retirement or other termination of employment, a participant under the Management Pension Plan is
entitied to elect to receive a benefit under the plan in the form of a lump sum payment or as an annuity, generally
based on the balance credited to the participant’s cash balance account under the plan when the benefit begins to
be paid (but also subject to certain transition or special benefit formula rules in certain situations).

Under the SERP, each current active participant’s pension at retirement, if paid in the form of a single life
annuity, generally will be an amount equal to the difference between 50% of the participant’s average monthly
compensation (for the 36-month period that occurs during the 60-month period preceding retirement that
produces the highest compensation amount) and the sum of the participant’s benefits payable under the k
Management Pension Plan (including for this purpose amounts payable under the Excess Benefit Plan and any
other amounts which are intended to supplement or be in lieu of benefits under the Management Pension Plan)
and Social Security benefits. Also, there is a reduction in such pension amount of 2.5% for each year by which
the sum of the participant’s years of age and years of service at retirement total less than 75, and no benefits are
payable if the participant terminates employment (other than by reason of his or her death) prior to attaining age
55 and completing at least 10 years of service credited for the purposes of the plan.

In addition, Mr. Cassidy’s employment agreement with the Company provides an additional retirement
benefit. Pursuant to such employment agreement, if Mr. Cassidy’s employment terminates on or after April 8,
2006, his SERP shall equal that portion of his accrued pension under the Management Pension Plan that is
attributable to his first ten years of service. This SERP shall be paid to Mr. Cassidy (or his estate if his
employment terminates by reason of his death) in a single lump sum within ninety days after the termination of
his employment.
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Nonqualified Deferred Compensation

The following table sets forth information concerning compensation deferred by the Named Executive
Officers:

Nongqualified Deferred Compensation for 2006 Fiscal Year

Executive Company Aggregate
Contributions  Contributions Earnings in Aggregate
in Last Fiscal in Lasti Fiscal Last Fiscal Withdrawals/  Aggregate Balance at
Year Year Year Distributions December 31, 2006

Name ($) (2 (%) % ($) (%)
JohnF.Cassidy .............. 1,046,615 — 138,730 (b)}(c¢) — 1,237,995
Brian A.Ross ............... 113,866 — 13,363 (b) — 127,229
RodneyD.Dir .............. — — — — —
Michael W, Callaghan ........ — — 140,730 (d) — 894,497

Christopher J, Wilson ......... — — — — —

(a) Mr. Cassidy deferred receipt of his performance restricted share award of 255,896 shares earned for 2005 for
the 2005 — 2007 performance period that was paid on February 28, 2006. For the same period, Mr, Ross also
deferred his performance restricted share award of 27,840 shares. The amounts shown in the column are
based on the closing price of the Company’s stock ($4.09) on February 28, 2006, the deferral date, for their
shares. Although paid in 2006, these amounts represent awards earned in and for 2005 performance and,
therefore, are not included in the Summary Compensation Table.

{b) The amounts include the difference between the closing price of the Company’s stock ($4.09) on
February 28, 2006, the deferral date, and the closing price of the Company’s stock ($4.57) on December 29,
2006, which was the last day of trading on the NYSE for the 2006 fiscal year for shares deferred by Messrs.
Cassidy and Ross.

(¢} For Mr. Cassidy, the amount shown also includes 15,000 shares of stock that were deferred on May 2, 2002.

(d) For Mr. Callaghan, the amount shown represents amounts earned on deferrals of his base salary and bonus
payments for periods prior to 2006.

The 1997 Cincinnati Bell Inc. Executive Deferred Compensation Plan (the “Executive Deferred
Compensation Plan™) permits, for any calendar year, each employee who has an annual base rate of pay and
target bonus above a certain high dollar amount and has been designated by the Company or a subsidiary of the
Company as a “key employee” for purposes of the plan (currenily a key employee for purposes of the plan
generally has annual pay of more than $220,000) to defer receipt of up to 75% of his or her base salary, up to
100% of his or her cash bonuses (including annual incentive awards and cash awards under the 1997 Long Term
Incentive Plan and the 2007 Long Term Incentive Plan (collectively, the “Long Term Incentive Plans™)) and up
to 100% of any common share awards (not including awards of stock options or restricted stock) provided him or
her under the Long Term Incentive Plans. In addition, any key employee who has received a restricted stock
award under the Long Term Incentive Plans may generally elect to surrender any of the restricted shares of such
award as long as such surrender is at least six months prior to the date on which the restrictions applicable to
such shares would otherwise have lapsed.

For all key employees who participate in the Executive Deferred Compensation Plan, there is also a
Company “match” on the amount of base safary and cash bonuses deferred under the plan for any calendar year,
In general, to the extent a participating key employee’s base salary and cash bonuses for the applicable year do
not exceed a certain annual compensation limit prescribed by the Internal Revenue Code for tax-qualified plans
(which limit was $220,000 for 2006), the match is 49 of the base salary and cash bonuses deferred by the
employee under the plan. To the exient a participating key employee’s base salary and cash bonuses for the
applicable year exceed the appropriate annual compensation limit, the match is generally equal to the lesser of
66%/,% of the base salary and cash bonuses deferred by the key employee under the plan or 4% of the key
employee’s base salary and cash bonuses for the applicable year that are in excess of such annual compensation
limit.
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Amounts deferred or surrendered by any participating key employee under the Executive Deferred
Compensation Plan and any related Company “match” are credited to the account of the participant under the
plan and are assumed to be invested in various mutual funds or other investments (including common shares) as
designated by the participant, except that any restricted stock that is surrendered under the plan is generally
assumed to be invested in common shares until at least six months after the date on which the restrictions
applicable to such shares would otherwise have lapsed and that any common share awards that are deferred under
the plan are assumed to be invested in common shares,

The accounts under the Executive Deferred Compensation Plan are not funded in a manner that would give
any participant a secured interest in any funds, and benefits are paid from the assets of the Company and its
subsidiaries (or from a trust that the Company has established and that remains subject to the Company’s
creditors).

The amounts credited to the account of any participant under the Executive Deferred Compensation Plan are
generally distributed. as so elected by the participant, in one to 1en annual installments (in cash and/or common
shares), that begin at some date after his or her termination of employment with the Company and its subsidiaries
or a fixed date that occurs at least six years after the start of the first calendar year in which he or she participates
in the plan, except that any amounts credited to his or her account under the plan that are attributable to his or her
surrender of restricted shares (not including amounts that were credited to such account as assumed cash
dividends on such shares) are forfeited if the restricted shares would have been forfeited at the time of the
participant’s termination of employment had such shares not been surrendered under the plan. In addition, as a
special rule, in the event of a change in control of the Company, all of the amounts then credited under the plan
to a participant’s account under the plan are generally paid in a lump sum on the day afier the change in control,

The Executive Deferred Compensation Plan must comply with the requirements of the American Jobs
Creation Act of 2004 in order to retain its ability to defer federal income tax on certain amounts credited to a
participant’s account undet the plan. The Company has amended the plan to meet the requirements of the
American Jobs Creation Act of 2004, and will make further amendments as necessary to comply with the
regulations adopted by the IRS to implement the Act.

In 2006 the deferral of performance awards by Messrs. Cassidy and Ross under the Executive Deferred
Compensation Plan for 2005 performance is reflected in the Nonqualified Deferred Compensation for 2006
Fiscal Year table on page 58. None of the other Named Executive Officers participated in the Executive Deferred
Compensation Plan during 2006,
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Potential Payments upon Termination of Employment or a Change-in-Control

The following table shows potential payments to our Named Executive Officers directly and indirectly on
their behalf under existing contracts, agreements, plans or arrangements, whether written or unwritten, for
various scenarios involving a change-in-control or termination of employment, assuming a December 31, 2006
termination date, and where applicable, using the closing price of our common shares of $4.57 (as reported on the
NYSE as of December 29, 2006). '

Involuntary Not Involuntary for

Yoluntary for Cause Cause Change in
Executive Paymenton  Termination Termination Termination  Control Death  Disability
Name Termination %) (4)] [£)] (t3] % &
John F. Cassidy ...... Base Salary — 1,260,000 — 1,928,550 — —
Annual Incentive Target
Opportunity — 1,548,000 — 2,314,260 774,000 774,000
Long Term Incentives —
Options —_ 91,800 — 91,300 91,800 91,800
Long Term Incentives — .
Performance Restricted
Shares — 2,660,215 — 2,660,215 2,660,215 2,660,215
* Basic Benefits — 24,574 — 24,574 — 92,310
Retiree Benefits —_ . 369,170 — 1,449,677 — 6,172,468
Other Contractual Payments — — — — — —
Excise — Tax Gross-up (b){c) — — — 6,952,300 — —
TOTAL — 5,983,759 — 21,421,376 3,526,015 9,790,793
Brian A.Ross . ....... Base Salary - 350,000 —_ 700,000 — ¢ —
Annual Incentive Target
Opportunity — 297,500 — 595,000 297,500 297,500
Long Term Incentives —
Options — — — — — —
Long Term Incentives —
Performance Restricted
Shares — 361,190 — 432,596 432,596 432,596
Basic Benefits — 11,614 —_ 11,614 — 107,780
Retiree Benefits — 78,515 — 78,515 — 145,137
Other Contractual Payments — — — — — —-
Excise — Tax Gross-up (b)(c) — — — 782,388 — —
TOTAL — 1,098,819 — 2,600,i13 730,096 983,013
Rodney D. Dir ....... Base Salary — 300,000 e 600,000 — —
Annual Incentive Target
Cpportunity — 255,000 — 510,000 255,000 255,000
Long Term Incentives —
Options — — _— — — —
Long Term Incentives —
Performance Restricted
Shares — 381,961 — 439,596 439,086 439,086
Basic Benefits — 11,434 — 11,434 — 154,258
Retiree Benefits — 66,026 — 66,026 — —
Other Contractual Payments —_ — — — — —
Excise — Tax Gross-up (b}{c) — — — 713,573 — —
TOTAL — 1,014,421 —_ 2,340,629 694,086 § 848,344
Michael W. Callaghan
@) ... oo Base Salary n/a — n/a n/a n/a nfa
Annual Incentive Target
Opportunity nfa — nfa nfa n'a n/a
Long Term [ncentives —
Options na — n/a n/a nfa nfa
LLong Term Incentives —
Performance Restricted
Shares n/a — nfa nfa nfa nfa
Basic Benefits n/a — nfa n/a n/a nfa
Retiree Benefits n/a — n/a nfa n/a n/a
Other Contractual Payments (a) nfa 819,682 n/a n/a n/a nfa
Excise — Tax Gross-up (b){c) nfa — nfa n/a n/a nfa
TOTAL nfa 819,682 n/a na n/a nfa
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Involuntary Not Inveluntary for

Voluntary for Cause Cause Change in
Exccutive Payment on Termination Termination Termination Control Death Disability
Name ‘Termination ($) ($) % (% (%) ($)
Christopher J. Wilson  Base Salary —_ 250,000 — 500.000 — —_
Annual Incentive Target
Opportunity — 125.000 — 250,000 125000 125000
Long Term Incentives —
Options — — — — — —
Long Term Incentives —
Performance Restricted Shares — 222,582 — 272,281 272281 272281
Basic Benefits — 9.334 — 9334 — 149,636
Retiree Benefits — 30.208 — 30.208 — 97428
Other Contractual Payments — — — — — —
Excise — Tax Gross-up (b)(c) — — — 451,251 — —
TOTAL — 637,124 — 1,513,074 397281 044,345

(a) Mr. Callaghan retired December 31, 2006, which was deemed an involuntary termination pursuant to the
terms of his employment agreement, and the table reflects benefits received by Mr. Callaghan as a result.
Pursuant to his employment agreement with the Company, Mr. Callaghan was entitled to a payment equal to
two times the sum of his base salary plus target bonus since he elected to terminate his employment with the
Company by December 31, 2006. In addition. Mr. Callaghan is entitled to continue his medical, dental,
vision and life insurance at active employee contribution rates until December 31, 2008. Mr. Callaghan also
received an additional amount equal to the present value of an additional two years of participation in the
Management Pension Plan based on his base salary and target bonus in effect on December 31. 2006.

(b) These amounts are meant to defray related tax liabilities related to a change in control. The discount rate used
for retiree benefit parachute values was 5.75%. consistent with financial statements for purposes of FAS 87,

(c) The executives are subject to restrictive covenants post-termination that were, in part, consideration for
compensation of benefits. The value of these restrictive covenants would be favorable and were not
considered for this calculation,

Il any of the executives elects to voluntarily terminate employment with the Company, or it they are
terminated by the Company for cause, they are entitled to no payments from the Company other than those
benefits in which they have a non-forfeitable vested right to receive, which include any shares of stock they own
outright, vested options which may be exercisable for a period of 90 days following termination, deferred
compensation amounts and vested amounts under the Company’s pension and savings plans. Mr. Cassidy,
however, is entitled to receive payment of the nonqualified retirement benefit of $968.996 provided for in his
employment agreement in which he is already vested. Payment of such accrued. vested and non-forfeitable
amounts is also applicable to cach of the other four termination scenarios detailed in the above table and
discussed below and each executive is still bound by the non-disclosure, non-compete and non-solicitation
provisions of their agreements,

If an executive is terminated by the Company without cause, the executive will be entitled to the following:

* A payment equal to the sum of the executive's base salary plus target bonus (two times the sum in the case
of Mr. Cassidy):

* A payment equal to the present value of an additional one year (two years for Mr. Cassidy) of
participation in the Company’s Management Pension Plan as though the executive had remained
employed at the same base rate of pay and target bonus:

* Continued medical, dental, vision and life insurance benefits during the one- year period (or two-year
pertod for Mr. Cassidy) following the executive’s termination of employment on the same basis as any
active salaried employee provided any required monthly contributions are made:

Continued treatment as an active employee during the one-year period following termination with respect
to any outstanding long-term incentive cycles the executive may be participating in and any unvested
stock options will continue to vest under the normal vesting schedule as though the executive was still an
active employec;
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* The ability to exercise any vested options for an additional 90 days after the end of the one-year pericd, or
in the case of Mr. Cassidy, the ability to exercise any vested options (which are all fully vested upon his
termination of employment) during the two-year period following his termination;

* Full vesting of any outstanding restricted shares; and
» Full vesting and payout at target amounts of any awards granted under the long term incentive plans.

If an executive is terminated within the one-year period (or a two-year period for Mr. Cassidy} following a
change-in-control, the executive will be entitled to the following:

* A payment equal to two times the sum of their base salary plus target bonus (2.99 times for Mr. Cassidy);

* A payment equal to the present value of an additional one year (two years for Mr. Cassidy} of
participation in the Company’s Management Pension Plan as though the executive had remained
employed at the same base rate of pay and target bonus;

e Continued medical, dental, vision and life insurance coverage during the one-year period (or two-year
period for Mr, Cassidy) following the executive’s termination of employment on the same basis as other
active employees provided any required monthly contributions are made;

* Full vesting of any options, restricted shares and/or other incentive awards shall vest in full and the ability
to exercise such options for the one-year period (or two-year period for Mr. Cassidy) following
termination;

* Full vesting and payout at target amounts of any awards granted under long-term incentive plans; and

* To the extent that any of the executives are deemed to have received an excess parachute payment, an
additional payment sufficient to pay any taxes imposed under section 4999 of the Internal Revenue Code
plus any federal, state and local taxes applicable to any renumeration for taxes imposed under section
4999 of the Internal Revenue Code.

In addition, Mr. Cassidy’s SERP benefit would be fuily vested and he would receive a lump sum payment
without adjustment for age and service.

If an executive is “terminated” because of his or her death, the executive’s beneficiary will be entitled to the
following:

* A payment equal to the bonus accrued and payable to the deceased executive for the current year;

s Full vesting of all options held by the deceased executive would become vested and the ability to exercise
such options for the one-year period following the date of the executive’s death; and

* Fuil vesting and payout at target amounts of any awards granted to the deceased executive under long-
term incentive plans.

If an executive is terminated by reason of disability, the executive will be entitled to the following:

* A payment equal to the bonus accrued and payable to the disabled executive for the current year
completed;

* Continued vesting of all options held by the disabled executive on their normal schedule and the ability to
exercise such vested options so long as the disabling conditions exists;

* Continued participation by the disabled executive in any outstanding long-term incentive pians;

e Continued consideration of the disabled executive as an employee for all other benefits so long as the
disabling condition that resulted in the disability-based termination is present.

In the case of Messrs. Cassidy, Ross and Wilson, they would also become eligible at some future date for
retiree medical benefits provided the Company is still offering such retiree benefits at that time. In addition,
Mr. Cassidy would become vested under the SERP and be eligible to commence receiving annuity payments at
age 35.
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Under all of the termination scenarios in the preceding table, Messrs, Cassidy, Ross, Dir and Wilson have
certain accrued, vested and non-forfeitable amounts, which are determined as of December 3 1, 2006, to which
they are entitled as follows: Mr. Cassidy - $5,512,331, Mr. Ross - $911,745, Mr. Dir - $149,115 and Mr, Wilson
- $437,311. These amounts represent stock they own outright, vested in-the-money stock options, pension
benefits and, in the case of Messrs, Cassidy and Ross, nonqualified deferred compensation amounts.
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‘OTHER MATTERS

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires the Company’s directors,
executive officers and persons who own more than 10% of a registered class of the Company’s equity securities
to file reports of ownership and changes in ownership with the SEC and the NYSE and the National Stock
Exchange (f/k/a the Cincinnati Stock Exchange). Directors, executive officers and greater than 10% shareholders
are required by regulations of the SEC to furnish the Company with copies of all Section 16(a) reports that they
file. Such reports are filed on Forms 3, 4 and 5 under the Exchange Act. Based solely on the Company’s review
of the copies of such forms received by it, the Company believes that, during the period commencing January 1,
2006 and ending December 31, 2006, all such persons complied on a timely basis with the filing requirements of
Section 16(a), except as follows: each of the Company’s non-employee outside directors were granted 6,000
phantom shares on January 3, 2006. As a result of an administrative error by the Company, these grants of
phantom shares were reported for each non-employee outside director on January 27, 2006, rather than within
two business days of the grant.

Shareholder Proposals for Next Year’s Annual Meeting

Shareholder proposals intended for inclusion in next year’s Proxy Statement should be sent to
Christopher J. Wilson, General Counsel and Secretary, Cincinnati Bell Inc., 221 East Fourth Street, Cincinnati,
Ohio 45202, and must be received by November 24, 2007. Any such proposal must comply with Rule i4a-8
promulgated by the SEC pursuant to the Securitics Exchange Act of 1934, as amended. Any shareholder, who
intends to propose any other matter to be acted upon at the 2007 Annual Meeting of Shareholders without
inclusion of such proposal in the Company’s Proxy Statement, must inform the Company no later than
February 7, 2008. If notice is not provided by that date, the persons named in the Company’s proxy for the 2008
Annual Meeting will be allowed to exercise their discretionary authority to vote upon any such proposal without
the matter having been discussed in the Proxy Statement for the 2008 Annual Meeting of Shareholders.

Shareholders may propose director candidates for consideration by the Governance and Nominating
Committee of the Board of Directors. Any such recommendations should be directed to Christopher J. Wilson,
General Counsel and Secretary, Cincinnati Bell Inc., 221 East Fourth Street, Cincinnati, Ohio 45202, and must be
received no later than November 24, 2007 for the 2008 Annual Meeting of Shareholders.

Other Matters to Come Before the Meeting

At the time this Proxy Statement was released for printing on March 14, 2007, the Company knew of no
other matters that might be presented for action at the meeting. If any other matters properly come before the
meeting, it is intended that the voting shares represented by proxies will be voted with respect thereto in
accordance with the judgment of the persons voting them.
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Financial Statements and Corporate Governance Documents Available

The Cincinnati Bell Annual Report on Form 10-K for the year ended December 31, 2006, which includes
the consolidated financial statements of the Company and its subsidiaries, and the Company’s Summary Apnual
Report 2006 have been mailed to shareholders in the package of materials that includes this combined Proxy
Statement, Annual Report on Form 10-K and Summary Annual Report. If you would like a copy of the combined
Proxy Statement, Annual Report on Form 10-K and Summary Annual Report, or any other document
incorporated by reference into this Proxy Statement, please write to Christopher ). Wilson, General Counsel and
Secretary, Cincinnati Bell Inc., 221 East Fourth Street. Cincinnati, Ohio 45202, and the Company will send you
one free of charge. You may also obtain a copy of any of the following corporate governance documents from
the Company’s website identified below or by writing Christopher J. Wilson, General Counsel and Secretary,
Cincinnati Bell Inc., 221 East Fourth Street, Cincinnati, Ohio 45202, for a free copy:

Corporate Governance Document Website
Audit and Finance Committee www.cincinnatibell. com/aboutus/corporate_governancetaf_charter
Charter

Compensation Committee Charter www.cincinnatibell. com/aboutus/corporate_governance/
compensation_committee_charter

Governance and Nominating www.cincinnatibell. com/aboutus/corporate_governance/

Committee Charter gn_committee_charter
Caode of Business Conduct www.cincinnatibell.com/aboutus/corporate_governance/code_of conduct
Code of Ethics for Senior www.cincinnatibell.com/aboutus/corporate_governance/code_of _ethics

Financial Officers
Code of Ethics for Directors www.cincinnatibell.com/aboutus/corporate_governance/code_of_ethics

Corporate Governance Guidelines  www.cincinnatibell.com/aboutus/corporate _governance/
corporate_governance_guidelines

Proxy Statements for Shareholders Sharing the Same Household Mailing Address

As part of the Company’s efforts to reduce costs and increase efficiency, when possible, only one copy of
this combined Proxy Statement, Annual Report on Form 10-K and Summary Annual Report has been delivered
to multiple shareholders sharing the same household mailing address, unless the Company has received contrary
instructions from one or more of the shareholders at that address.

Upon written or oral request, the Company will promptly provide a separate copy of this combined Proxy
Statement, Annual Report on Form 10-K and Summary Annual Report to a shareholder at a shared address to
which a single copy was delivered. If your household mailing address is shared with other shareholders and you
did not receive a combined Proxy Statement, Annual Report on Form 10-K and Summary Annual Report, but
would like to receive a separate copy of this item as well as future Company communications. please contact the
following:

For beneficial owners, please contact your broker.
For shareholders of record, please contact our transfer agent, Computershare, at the following address:

Computershare Investor Services, LLC
Shareholder Services

7550 Lucerne Drive, Suite 103
Cleveland, Chio 44130-6503

If shareholders residing at the same household mailing address are currently receiving multiple copies of
Company communications but would like 1o receive only one in the future, please send written notice to your
broker (for beneficial owners) or to Computershare (for shareholders of record) at the above address. In the
written notice, please indicate the names of all accounts in your household, and you will be forwarded the
appropriate forms for completion.

Each shareholder participating in the householding program will, however, continue to recejve a separate
proxy card or voting instruction card.
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Electronic Delivery of Materials

Shareholders can also enroll for electronic delivery of the Company’s future Proxy Statements, Annual
Report on Form 10-Ks and Summary Annual Reports by registering with your broker through our website,
investor.cincinnatibell.com/sec.cfm in the Electronic Shareholder Communications Enrollment section of the
Investor Relations webpage.

Each shareholder participating in the electronic delivery of materials will, however, continue to receive a
separate proxy card or voting instruction card.

Shareholder Communications with the Board of Directors

Shareholders or other interested parties may communicate with the board of directors, any individual -
director, the non-management directors as a group, or the director who presides at meetings of the
non-management directors. The Company has established procedures for such shareholder communications.
Shareholders should send any communications to Christopher J. Wilson, General Counsel and Secretary,
Cincinnati Bell Inc., 221 East Fourth Street, Cincinnati, Ohio 45202, and identify the intended recipient or
recipients. All communications addressed to the board of directors or any identified director or directors will be
forwarded to the identified person or persons.

By Order of the Board of Directors ‘

Christopher J. Wilson
General Counsel and Secretary

March 14, 2007
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CINCINNATI BELL INC,
2007 LONG TERM INCENTIVE PLAN

1. Introduction to Plan.

1.1 Name and Sponsor of Plan. The name of this Plan is the Cincinnati Bell Inc. 2007 Long Term
Incentive Plan, and its sponsor is CBI.

1.2 Purposes of Plan. The purposes of this Plan are (i) to further the long term growth of the Company by
offering competitive incentive compensation related to long term performance goals to those Employees of the
Company who will be responsible for planning and directing such growth, (ii) to reinforce a commonality of
interest between CBI’s shareholders and the Company’s Employees who participate in the Plan, and (iii) to aid
the Company in attracting and retaining Employees of outstanding abilities and specialized skills.

1.3 Effective Date and Duration of Plan.

(a) The Plan is effective as of the Effective Date (May 3, 2007), subject to the Plan’s approval by a
majority of the voting shares present or represented and entitled to vote on the Plan at the 2007 annual
meeting of CBI's shareholders,

{b) The Plan shall remain in effect thereafter until the earliest of (i) the date on which the Plan is
terminated in accordance with section 18 hereof, (ii) the date on which the maximum number of Common
Shares which may be issued or paid under or with respect to all of the awards granted under the Plan during
the Plan’s entire existence (as determined under the other provisions of the Plan) have been issued or paid,
or (iii) May 2, 2017. Upon the termination of the Plan, no awards may be granted under the Plan after the
date of such termination but any award granted under the Plan on or prior to the date of such termination
shall remain outstanding in accordance with the terms of the Plan and the terms of the award,

2. General Definitions. For all purposes of the Plan, the following terms shall have the meanings indicate
below when used in the Plan, unless the context clearly indicates otherwise.

2.1 “Board” means the Board of Directors of CBI.

2.2 “CBI” means Cincinnati Bell Inc. (and, except for purposes of determining whether a Change in
Control has occurred, any legal successor to Cincinnati Bell Inc. that results from a merger or similar
transaction),

2.3 “Change in Control” means the occurrence of any of the events described in subsection 15.4 hereof.

2.4 “Code” means the Internal Revenue Code of 1986, as it exists as of the Effective Date and as it may
thereafter be amended. A reference to a specific section of the Code shall be deemed to be a reference both (i)to
the provisions of such section as it exists as of the Effective Date and as it is subsequently amended, renumbered
or superseded (by future legislation) and (ii) to the provisions of any government regulation that is issued under
such section as of the Effective Date or as of a later date.

»

2.5 “Committee” means the committee appointed to administer the Plan under the provisions of subsection
3.1 hereof.

2.6 “Common Shares” means common shares, par value $0.01 per share, of CBI.

2.7 “Company” means, collectively, (i) CBI, (ii) each other corporation that is part of a controlled group of
corporations (within the meaning of Section 1563(a) of the Code, but determined without regard to Code
Section 1563(a}(4) and (e)(3)(C)) that includes CBI, and (iii) each other organization {a partnership, sole
proprietorship, etc.) that is under common control (within the meaning of Section 414(b) of the Code) with CBI.

2.8 “Effective Date™ means May 3, 2007.
2.9 “Employee” means any person who: (1) is employed and classified as an employee by the Company;
and (ii) is not represented by a recognized collective bargaining unit (unless such person’s eligibility to

participate in the Plan is approved under a collective bargaining agreement between the Employer and the
authorized representatives of such collective bargaining unit).
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2.10 “Exchange Act” means the Securities Exchange Act of 1934, as it exists as of the Effective Date and
as it may thereafter be amended. A reference to a specific section of the Exchange Act shall be deemed to be a
reference both (i) 1o the provisions of such section as it exists as of the Effective Date and as it is subsequently
amended, renumbered, or superseded (by future legislation) and (i) to the provisions of any government
regulation or rule that is issued under such section as of the Effective Date or as of a later date.

2.11 “ISO” means a stock option that qualifies as an incentive stock option within the meaning of
Section 422 of the Code.

2.12 “Nonshare-Based Award” means any award granted under the Plan that by its terms provides for
compensation (upon, if applicable, its exercise or the meeting of certain performance goals ar other criteria or
conditions) based on a dollar amount, regardless of whether the award’s compensation may be payable in cash,
Common Shares or other property, or a combination thereof. The nonshare-based performance unit form of
award provided under the Plan, but no other form of award that is listed in section 5 hereof, constitutes a
Nonshare-Based Award.

2.13 “Participant” means any Employee who is granted an award under the Plan.

214 “Plan” means this document, named the “Cincinnati Bell Inc. 2007 Long Term Incentive Plan,” as set
forth herein and as it may be amended.

2.15 “Regulation 1.83-3(i)” means Treasury Regulation Section 1.83-3(i) issued by the Department of the
Treasury under Section 83 of the Code, as such regulation exists as of the Effective Date and as it 1s subsequently
amended, renumbered, or superseded.

2.16 “Regulation 1.409A-3" means Proposed Treasury Regulation Section 1.409A-3 issued by the
Department of the Treasury under Section 409A of the Code, as such proposed regulation exists as of the
Effective Date and as it is subsequently finalized, amended, renumbered, or superseded. A reference to a specific
paragraph of Regulation 1.409A-3 shall be deemed to be a reference to the provisions of such paragraph as it
exists as of the Effective Date and as it is subsequently finalized, amended, renumbered, or superseded.

2.17 “Rule 16b-3" means Rule 16b-3 issued by the Securities and Exchange Commission under Section 16
of the Exchange Act, as such rule exists as of the Effective Date and as it is subsequently amended, renumbered,
or superseded.,

2.18 “Share-Based Award” means any award granted under the Plan that by its terms provides for issuance
or payments {upon, if applicable, its exercise or the meeting of certain performance goals or other criteria or
conditions) of fixed numbers of Common Shares or of amounts determined with reference to the fair market
value (or the change in fair market value over a period of time) of fixed numbers of Common Shares. Each form
of award that is listed in section 5 hereof, except for a nonshare-based performance unit form of award,
constitutes a Share-Based Award.

3. Administration of Plan,

3.1 Committee To Administer Plan. The Plan shall be administered by the Committee. The Committee
shall be the Compensation Committee of the Board, unless and until the Board appoints a different committee to
administer the Plan. The Committee shall in any event consist of at least three members of the Board (i)} who are
neither officers nor employees of the Company, (i) who are non-employee directors within the meaning of Rule
16b-3, and (iii) who are outside directors within the meaning of Section 162(m}(4)C) of the Code.

3.2 Committee’s Authority. Subject to the limitations and other provisions of the Plan, the Committee
shall have the sole and complete authority:

{a) To select, from all of the Employees, those Employees who shall participate in the Plan;

(b) To make awards to Employees at such times, in such forms, and in such amounts as it shall
determine and to cancel, suspend, or amend any such awards;

(¢) To impose such limitations, restrictions, and conditions upon awards as it shall deem appropriate;
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(d) To interpret the Plan and to adopt, amend. and rescind administrative guidelines and other rules
and regulations relating to the Plan;

(¢) To appoint certain employees of the Company to act on its behalf as its representatives (including
for purposes of signing agreements which reflect awards granted under the Plan); and

() To make all other determinations and to take all other actions it deems necessary or advisable for
the proper administration of the Plan.

Except to the extent otherwise required by applicable law, the Committee’s determinations on any matter within
its authority shall be conclusive and binding on the Company, all Participants, and all other parties.

3.3 Flexibility in Granting Awards. Notwithstanding any other provision of the Plan which may be read
to the contrary, the Committee may set different terms and conditions applicable to each and any award granted
under the Plan, even for awards of the same type and even when issued to the same Participant. In addition, and
also notwithstanding any other provision of the Plan which may be read to the contrary, the Committee may grant
to any Participant for any period any specific type of award available under the Plan without being required to
grant to the Participant for such period any other type of award that may be available under the Plan.

3.4 Delegation of Committee’s Authority for Certain Awards.

(a) The Committee may delegate to CBI's Chief Executive Officer its right to make awards to
Employees who (i) are not otherwise considered by the Committee to be subject to the requirements of
Section 16 of the Exchange Act and (ii) are not expected by the Commiittee to become covered employees
within the meaning of Section 162(m)(3) of the Code.

{b) To the extent the Committee’s right to make awards to any Employees is delegated to CBI’s Chief
Executive Officer under the provisions of paragraph (a) of this subsection 3.4, any reference to the
Committee in the other provisions of the Plan that concern the making of awards to such Employees, the
terms of such awards, and the verification that all conditions applicable to the payment under or the exercise
of such awards have been met shall be read to refer to CBI’s Chief Executive Officer as if such person was
the Committee.

4. Class of Employees Eligible for Plan. Awards may be granted under the Plan to, and only to, Employees. As
is indicated in section 3 hereof, the specific Employees to whom awards will be granted under the Plan, and who
thereby will be Participants under the Plan, shall be chosen by the Commiittee in its sole discretion.

5. Awards and Their Forms.

(a) Awards under the Plan may be granted at any time while the Plan is in effect by the Committee to any
Employee or Employees.

(b) Any awards granted under the Plan may be made in any one or more of the following forms, each of
which shall be deemed to a separate and distinct form of award for all purposes of this Plan: (i) stock options,
(ii) stock appreciation rights, (iii) restricted stock, (iv) performance shares; (v) share-based performance units,
{vi) nonshare-based performance units, and (vii) non-restricted stock. Nonshare-based performance units
constitute the only form of award under the Plan that is a Nonshare-Based Award, and each of the other award
forms identified in the immediately preceding sentence constitutes a Share-Based Award form. The subseguent
provisions of the Plan provide certain ruies and conditions that apply to each of such award forms.

(¢) Any Common Shares that are to be issued or paid under any award granted under the Plan may consist,
in whole or in part, of Common Shares that are authorized but unissued or Common Shares that are treasury
shares.

6. Limits on Shares Subject To and Compensation Payable Under Plan Awards.

6.1 Limits on Number of Common Shares Available for Issuance Under Plan.

(a) Subject to the following provisions of this subsection 6,1 and the provisions of subsections 6.3 and

16.1 hereof, the following limits set forth in subparagraphs (1) through (4) of this subsection 6.1 (which
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generally involve the maximum number of Common Shares that may be issued or paid under the Plan and
its various types of awards during the Plan’s entire existence) shall apply to the grant of awards under the
Plan. No award may be granted under the Plan to the extent it would cause any of the following limits io be
violated.

(1) The maximum number of Common Shares which may be issued or paid under or with respect
to all of the awards (considered in the aggregate) granted under the Plan during the Plan’s entire
existence shall be equal to 8.000,000 Common Sharcs.

(2) The maximum number of Common Shares which may be issued or paid under or with respect
to all stock options and stock appreciation rights (considered in the aggregate but separately from all
other forms of awards listed in section 5 hereof) granted under the Plan during the Plan’s entire
existence shall be equal to 8,000,000 Common Shares.

(3) The maximum number of Common Shares which may be issued or paid under or with respect
to all ISOs (considered in the aggregate but separately from all other types of stock options and other
forms of awards listed in section 5 hereof) granted under the Plan during the Plan’s entire existence
shall be equal to 2,000,000 Common Shares.

(4) The maximum number of Common Shares which may be issued or paid under or with respect
to all restricted stock, performance shares, share-based performance units, nonshare-based performance
units. and non-restricted stock (considered in the aggregate but separately from all other forms of
awards listed in section 5 hereof) granted under the Plan during the Plan’s entire existence shall be
equal to 2,400,000 Common Shares.

(b) If any portion of a stock appreciation right is settled (paid) upon the exercise of such stock
appreciation right portion by the issuance or payment of Common Shares, the total number of Common
Shares on which such stock appreciation right portion was based shall be counted as Common Shares issued
or paid under the Plan for purposes of any of the limits set forth in paragraph (a) of this subsection 6.1,
regardless of the number of Common Shares actually issued or paid to setile such stock appreciation right
portion upon its exercise.

{¢) If any award or portion thereof granted under the Plan is forfeited, expires, or in any other manner
terminates without the payment of Common Shares or any other amount or consideration, the maximum
number of Common Shares on which such award or portion of an award was based or which could have
been paid under the award (i) shall again be available to be issued or paid under the Plan and to be the basis
on which other awards may be granted under the Plan and (ii} thus shall not be counted as Common Shares
that were issued or paid under the Plan in determining whether any of the limits set forth in paragraph (a) of
this subsection 6.1 are met.

(d) Any Common Shares that would be issued or paid under an award granted under the Plan but are
withheld in payment of any exercise price, purchase price, or tax withholding requirements (in accordance
with the provisions of section 17 hereof) (i) shall not again be deemed to be available to be issued or paid
under the Plan or to be the basis on which other awards may be granted under the Plan and (ii) thus shall be
counted as Common Shares that were issued or paid under the Plan in determining whether any of the limits
set forth in paragraph (a) of this subsection 6.1 are met.

6.2 Annual Common Share and Other Compensation Limits Under Awards Granted Any
Participant,

(a) Subject to the following provisions of this subsection 6.2 and the provisions of subsections 6.3 and
16.1 hereot, the following limits set forth in subparagraphs (1) and (2) of this subsection 6.2 {which
generally involve the maximum number of Cominon Shares and other compensation on which awards
granted to any Participant during a calendar year may be based) shall apply to the grant of awards under the
Plan. No award may be granted under the Plan to the extent it would cause any of the following limits to be
violated.




(1) The maximum number of Common Shares on which all Share-Based Awards (considered in
the aggregate) granted under the Plan to any Participant during each and any calendar year may be
based, and the maximum number of Common Shares on which all Share-Based Awards of a specific
form listed in section S hereof (considered separately from all other forms of Stock-Based Awards
listed in section 5 hereof) granted under the Plan to any Participant during each and any calendar year
may be based, shall be [,000,000 Common Shares.

(2) The maximum dollar value of all Nonshare-Based Awards granted under the Plan to any
Participant during each and any calendar year shall be $5,000,000.

(b) For purposes of applying the Share-Based Award limits set forth in paragraph (a)(1} of this
subsection 6.2 and for all other purposes of the Plan, the maximum number of Common Shares on which
any Share-Based Award granted to a Participant under the Plan or any portion thereof shall be deemed to be
based shall be the maximum number of Common Shares that ultimately could, in the event any and all
performance goals and other criteria or conditions applicable to the award are met, either be issued or paid
under the award or have their fair market vatue {or the change in their fair market value over peried of
time} used to determine the amounts payable under the award, regardless of (i) whether or not the actual
payment under such award ends up being based on a lesser number of Common Shares or equal (0 a
percentage above or below 100% of the fair market value (or the change in the fair market value over a
period of time) of such maximum number of Common Shares, (it} whether or not any payment made under
such award or portion thereof is made in cash or property other than Common Shares, or (iii) whether or not
the award or portion thereof is forfeited, expires. or in any other manner terminates without the payment of
Common Shares or other compensation.

(¢) For purposes of applying the Nonshare-Based Award limits set forth in paragraph (b)(2) of this
subsection 6.2 and for all other purposes of the Plan, the maximum dollar value of any Nonshare-Based
Award granted to a Participant under the Plan or any portion thereof shall be deemed to be the maximum
dollar amount of cash (and/or fair market value, determined at the time of payment, of Common Shares or
other property) that ultimately could, in the event any and all performance goals and other criteria or
conditions applicable to the award are met, be paid to the Participant under the award, regardless of
(1) whether or not-the actual payment under such award ends up being a lesser dollar amount of cash (and/or
fair market value, determined at the time of payment. of Common Shares or other property) or (i) whether
or not the award or portion thereof is forfeited. expires, or in any other manner terminates without the
payment of any compensation,

6.3 Effect of Assumption of Awards in Acquisition. If any corporation is acquired by the Company and
the Company assumes certain stock-based awards previously granted by such acquired corporation or issues new
awards in substitution for such previously-granted awards of the acquired corporation, then. except to the extent
expressly provided by action of the Board. the awards so assumed or issued by the Company shall not be deemed
10 be granted under the Plan and any Common Shares that are the basis of such assumed ot substituted awards
shail not affect the number of Common Shares that can be issued or paid under the Plan or the number of
Common Shares on which Share-Based Awards granted under the Plan can be based.

7. Stock Option Awards. Any awards granted under the Plan in the form of stock options shall be subject to the
following terms and conditions of this section 7.

7.1 Nature of Stock Option. A stock option means an option to purchase any number of Common Shares.
up to a fixed maximum number of Common Shares, in the future at a fixed price (for purposes of this section 7,
the “Exercise Price”) that applies to the Common Shares to which the purchase relates. Stock options granted
under the Plan to any Participant may be ISOs, stock options that are not 1SOs, or both [SOs and stock options
that are not 1SQOs.

7.2 Terms and Conditions of Stock Option To Be Determined by Committee. Subject to the other
provisions of this section 7 and the other sections of the Plan, the terms and conditions of any stock option
granted under the Plan shall be determined by the Committee. The grant of a stock option shall be evidenced by a
written agreement signed by the Committee or a representative thereof, which agreement shall contain the terms
and conditions of the stock option (as set by the Committee). Any such written agreement shall indicate whether
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or not the applicable stock option is intended 1o be an ISO (or. if it does not so indicate, the stock option reflected
by such written agreement shall be deemed to be a stock option that is not an 150).

7.3 Exercise Price of Stock Option. Unless otherwise prescribed by the Committee to be higher, the
Exercise Price with respect to any number of Common Shares that are subject to a stock option granted under the
Plan shall be 100% (and may not in any event be less than 100%) of the fair market value of such number of
Common Shares (disregarding lapse restrictions as defined in Regulation 1.83-3(i)) on the date the stock option
is granted,

7.4 Expiration of Option. Unless otherwise prescribed by the Commitiee, any stock option granted under
the Plan shall be exercisable in whole or in part after but not before the expiration of one year after the date on
which it is granted. Further, a stock option granted under the Plan shall not in any event be exercisable after the
expiration of ten years after the date on which it is granted (or after any earlier expiration date that is otherwise
prescribed for the stock option by the Committee).

7.5 Procedures for Exercise of Option.

(a) With respect 1o each exercise of a stock option granted under the Plan, written notice of the
exercise must be given and the purchase price for the Common Shares being purchased upon the exercise
and any taxes required to be withheld upon the exercise must be paid in full at the time of the exercise. The
procedures for meeting such requirements shall be established under the provisions of section 17 hereof.

(b) As soon as administratively practical after the receipt of the writien notice and full payment
applicable to the exercise of any stock option granted under the Plan in accordance with the procedures
established under the provisions of section 17 hereof, CBI shall deliver to the applicable Participant (or such
other person who is exercising the stock option) a certificate or certificates representing the acquired
Common Shares.

7.6 Special Limit on Value of ISOs. If the aggregate fair market value of all Common Shares with respect
to which stock options that are intended to be 1SOs and that are cxercisable for the first time by any Participant
during any calendar year (under the Plan and all other plans of the Company) exceeds $100,000 (or. if such limit
amount is amended under Section 422 of the Code. such amended limit amount}), such stock options (to the
extent of such excess) shall be treated as if they were not ISOs. The rule set forth in the immediately preceding
sentence shall be applied by taking stock options into account in the order in which they were granted. Also. for
purposes of the rules of this subsection 7.6, the fair market value of any Common Shares which are subject to a
stock option shall be determined as of the date the option is granted.

7.7 Ineligibility of Certain Employees for ISOs. Notwithstanding any other provision of the Plan to the
contrary, no person shall be eligible for or granted a stock option under the Plan that is intended to be an ISO if,
at the time the stock option is otherwise to be granted, the person owns more than 10% of the tota] combined
voting power of all classes of stock of the Company. For purposes hereof. a person shall be considered as owning
the stock owned. directly or indirectly. by or for his or her brothers or sisters (whether by the whole or half
blood), spouse, ancestors, and lineal descendants, and stock owned, directly or indirecly, by or for a corporation,
partnership, estate, or trust shall be considered as being owned proportionately by or for its shareholders,
partners, or beneficiaries.

8. Stock Appreciation Right Awards. Any awards granted under the Plan in the form of stock appreciation
rights (for purposes of this section 8, “SARs") shall be subject to the following terms and conditions of this
section 8.

8.1 Nature of SAR. A SAR means the right, upon any exercise of the SAR. to receive payment of a sum
not to exceed the amount, if any, by which the fair market value (determined as of the date on which the SAR is
exercised and disregarding lapse restrictions as defined in Regulation 1.83-3(i)) of a number of Common Shares,
up to a fixed maximum number of Common Shares, cxceeds a fixed price (for purposes of this section 8, the
“Exercise Price”) of the Common Shares 1o which the exercise relates. A SAR may be granted free-standing. in
relation to a new stock option being granted at the same time as the SAR is granted, or in relation to a stock
option both which is not an [SO and which has been granted prior to the grant of the SAR.
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8.2 Terms and Conditions of SAR To Be Determined by Committee. Subject to the other provisions of
this section 8 and the other sections of the Plan, all of the terms and conditions of a SAR shall be determined by
the Committee. A SAR granted under the Plan shall be evidenced by a written agreement signed by the
Committee or a representative thereof, which agreement shall contain the terms and conditions of the SAR (as set
by the Committee).

8.3 Exercise Price of SAR. Unless otherwise prescribed by the Committee to be higher, the Exercise Price
with respect to any number of Common Shares that are subject to a SAR granted under the Plan shall be 100%
(and may not in any event be less than 100%) of the fair market value of such number of Common Shares
(disregarding lapse restrictions as defined in Regulation 1.83-3(i)) on the date the SAR is granted.

8.4 Expiration of SAR. Unless otherwise prescribed by the Committee, any SAR granted under the Plan
shall be exercisable in whole or in part after but not before the expiration of one year after the date on which it is
granted. Further, a SAR granted under the Plan shall not in any event be exercisable after the expiration of ten
years after the date on which it is granted (or after any earlier expiration date that is otherwise prescribed for the
SAR by the Committee).

)\

8.5 Coordination of SAR and Option. Unless otherwise determined by the Committee, any stock option
as to which a SAR is related shall no longer be exercisable to the extent the SAR has been exercised and the

N
exercise of a stock option shall cancel any related SAR to the extent of such exercise. :
8.6 Procedures for Exercise of SAR.

o)

(a) With respect to each exercise of a SAR granted under the Plan, written notice of the exercise must
be given and any taxes required to be withheld upon the exercise must be paid in full at the time of the
exercise. The procedures for meeting such requirements shall be established under the provisions of section
17 hereof.
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(b) As soon as administratively practical after the receipt of the written notice and full payment of
taxes applicable to the exercise of any SAR granted under the Plan in accordance with the procedures
established under the provisions of section 17 hereof, CBI shall pay the amount to which the applicable
Participant (or such other person who is exercising the SAR} is entitled upon the exercise of the SAR in
cash, Common Shares or other property, or a combination thereof, as the Committee shall determine and
provide in the terms of the award. To the extent that payment is made in Common Shares or other property,
the Common Shares or other property shall be valued at its fair market value on the date of exercise of the
SAR.

9. Restricted Stock Awards. Any awards granted under the Plan in the form of restricted stock shall be subject
to the following terms and conditions of this section 9.

9.1 Nature of Restrictéd Stock.

(a) Restricted stock shall constitute Common Shares that may not be disposed of by the Participant to
whom the restricted stock is granted until certain restrictions established by the Committee lapse. Uniess K
and except to the extent not requireéd under subsection 19.1 hereof, such restrictions shall include but not
necessarily be limited to restrictions that provide that the Participant must either be an employee of the
Company for a specified continuous period of time of at least three years (or of at least one year if the
restricted stock is subject to the meeting of certain performance goals) or terminate employment with the
Company in special circumstances (such as the Participant’s retirement, disability, or death). In addition, the
Committee may (but is not required to) provide in the terms of the applicable restricted stock award
restrictions related to the meeting of certain performance goals in all or just certain cases (such as in all
cases other than when there occurs a Change in Control or the Participant’s termination of employment with
the Company because of his or her death or disability). Any restrictions that are imposed under a restricted
stock award shall also similarly restrict the ability of the applicable Participant to dispose of other rights
issued with respect to such restricted stock.
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(b) Any restricted stock award granted under the Plan may provide that the satisfaction of certain but
not all (or a certain level but not the highest level) of any of the required employment period restrictions,
performance goal restrictions, and/or other restrictions applicable to such restricted stock will permit the
lapse of the applicable restrictions that restrict the right to dispose of such restricted stock as to a percentage
(that is reasonably related to the percentage of all or the highest level of the applicable restrictions imposed
under the entire restricted stock award that have been satisfied), but not the maximum number, of the
Common Shares reflected by such restricted stock.

9.2 Terms and Conditions of Restricted Stock To Be Determined by Committee. Subject to the other
provisions of this section 9 and the other sections of the Plan, all of the restrictions and other terms and
conditions that apply to any restricted stock awarded under the Plan shall be determined by the Committee. The
grant of any restricted stock under the Plan shall be evidenced by a written agreement signed by the Committee
or a representative thereof, which agreement shall contain the restrictions and other terms and conditons of the
restricted stock (as set by the Committee) and shall be referenced on the certificates representing the Common
Shares that constitute such restricted stock.

9.3 Procedures for Payment of Taxes Upon Vesting of Restricted Stock. Any taxes required to be
withheld upon the lapse of any restrictions applicable to any restricted stock granted under the Plan (and, if
applicable, any minimum purchase price for the restricted stock that may be required by applicable law) must be
paid in full at the time such restrictions lapse. The procedures for meeting such requirements shall be established
under the provisions of section 17 hereof.

9.4 Right of Participant Under Restricted Stock. Any Participant who has been granted restricted stock
under the Plan shall have, during the period in which restrictions on his or her ability to dispose of such stock
apply, all of the rights of a shareholder of CBI with respect to the Common Shares awarded as restricted stock
(other than the right to dispose of such shares), including the right to vote the shares and the right to receive any
cash or stock dividends, unless the Committee shall otherwise provide in the terms of the applicable restricted
stock award and except as may otherwise be provided in subsection 9.5 hereof.

9.5 Restrictions for Additional Common Shares Issued under Stock Split or Dividend. Any Common
Shares issued with respect to restricted stock as a result of a stock split, stock dividend, or similar transaction
shall be restricted to the same extent as the applicable restricted stock, unless otherwise provided by the
Committee in the terms of the applicable restricted stock award.

9.6 Forfeiture of Restricted Stock. If any restrictions or conditions on a Participant’s ability to dispose of
any restricted stock granted to him or her are not satisfied in accordance with the terms of such restricted stock,
such restricted stock shall be forfeited (subject to such exceptions, if any, as are authorized by the Committee).
For instance, if a Participant to whom restricted stock has been granted under the Plan terminates his or her
employment with the Company during the peried in which restrictions on his or her ability to dispose of such
stock apply (and prior to the satisfaction of the requirements applicable to such restrictions), such restricted stock
shall be forfeited (subject to such exceptions, if any, as are authorized by the Committee as to a termination of
employment that reflects a retirement, disability, death, or other special circumstances). '

10. Performance Share and Unit Awards. Any awards granted under the Plan in the form of performance
shares, share-based performance units, and/or nonshare-based performance units (collectively and for purposes of
this section 10, “Performance Awards™) shall be subject to the following terms and conditions of this section 10.

10.1 Nature of Performance Award.

(a) Any performance share that is granted to a Participant constitutes a right that the Participant will
receive a number of Common Shares, up to a fixed maximum number of Common Shares, if and when
certain conditions are met. Such conditions shall include but not necessarily be limited to: (i) unless and
except to the extent not required under subsection 19.1 hereof, conditions that require that the Participant
must either be an employee of the Company for a specified continuous period of time of at least one year or
terminate employment with the Company in special circumstances (such as the Participant’s retirement,
disability, or death); and (ii) conditions related to the meeting of certain performance goals (except that the
Committee may provide in the terms of the applicable performance share award that the performance goal
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conditions otherwise imposed under the award are waived in whole or in part when there occurs a Change in
Control or the Participant’s termination of employment with the Company because of his or her death or
disability}).

(b) Any share-based performance unit that is granted to a Participant constitutes a right that the
Participant will receive an amount that is equal to a percent, not more than 200%, of the fair market value of
a number of Common Shares, up to a fixed maximum number of Common Shares, on the date such amount
becomes payable under the terms of the unit (or is equal 1o a percent, not more than 200%, of the increase in
the fair market value of a number of Common Shares, up to a fixed maximum number of Common Shares,
from the date of the grant of the unit to the date such amount becomes payable under the terms of the unit) if
and when certain conditions are met. Such conditions shall include but not necessarily be limited to:

(i) unless and except to the extent not required under subsection 19.1 hereof, conditions that require that the
Participant must either be an employee of the Company for a specified continuous period of time of at least
one year or terminate employment with the Company in special circumstances (such as the Participant’s
retirement, disability, or death); and (ii) conditions related to the meeting of certain performance goals
(except that the Committee may provide in the terms of the applicable share-based performance unit award
that the performance goal conditions otherwise imposed under the award are waived in whole or in part
when there occurs a Change in Control or the Participant’s termination of employment with the Company
because of his or her death or disability).

(c) Any nonshare-based performance unit that is granted to a Participant constitutes a right that the
Participant will receive an amount that is equal to a dollar value, not more than a maximum dollar value, if
and when certain conditions are met. Such conditions shall include but not necessarily be limited to:

(i) unless and except to the extent not required under subsection 19.1 hereof, conditions that require that the
Participant must either be an employee of the Company for a specified continuous period of time of at least
one year or terminate employment with the Company in special circumstances (such as the Participant’s
retirement, disability, or death); and (ii) conditions related to the meeting of certain performance goals
(except that the Committee may provide in the terms of the applicable nonshare-based performance unit
award that the performance goal conditions otherwise imposed under the award are waived in whole or in
part when there occurs a Change in Control or the Participant’s termination of employment with the
Company because of his or her death or disability).

(d) Any performance share, share-based performance unit, and/or nonshare-based performance unit
award may provide that the satisfaction of certain but not al! (or a certain level but not the highest level) of
any of the required employment period conditions, performance goal conditions, and/or other conditions
applicable to such award will permit the Participant to receive a percentage (that is reasonably related to the
percentage of all or the highest level of the applicable conditions imposed under the entire award that have
been satisfied), but not the maximum amount, of the Common Shares or the dollar-denominated amounts
that would be payable under such award if all (or the highest level) of the conditions applicable to such
award had been met.

10.2 Terms and Conditions of Performance Award To Be Determined by Committee. Subject to the
other provisions of this section 10 and the other sections of the Plan, all of the restrictions and other terms and
conditions that apply to any Performance Award issued under the Plan shall be determined by the Committee.
The grant of any Performance Award under the Plan shall be evidenced by a written agreement signed by the
Committee or a representative thereof, which agreement shall contain the restrictions and other terms and
conditions of the Performance Award (as set by the Committee).

10.3 Procedures for Payment of Performance Award and of Applicable Taxes,

(2) Any taxes required to be withheld upon a Participant becoming entitled to the payment of any
Performance Award granted under the Plan (by reason of any of the award’s performance goals and/or other
conditions being met) must be paid in full at the time such performance goals and/or other conditions are met.
The procedures for meeting such requirements shall be established under the provisions of section 17 hereof.

(b) As soon as administratively practical after the full payment of taxes applicable to the Performance
Award granted under the Plan in accordance with the procedures established under the provisions of section 17
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hereof, CBI shall pay the amount to which the applicable Participant (or such other person who is entitled 1o the
benefits of the award) is entitled upon the meeting of such performance goals and/or other conditions and as the
Committee shall provide in the terms of the award: (i) in a lump sum or in installments; (ii) to the extent a share-
based performance unit or a nonshare-based performance unit is involved, in cash, Commeon Shares or other
property, or a combination thereof; and (iii) to the extent a performance share is involved, in Common Shares. To
the extent that payment is made in Common Shares or other property, the Common Shares or other property shall
be valued at its fair market value on the date as of which the payment is made.

11. Non-Restricted Stock Awards. Any awards granted under the Plan in the form of non-restricted stock shall
be subject to the following terms and conditions of this section 11

11.1 Nature of Non-Restricted Stock and Condition of Grant. Non-restricted stock shall constitute
Common Shares that may, upon grant, be immediately disposed of by the Participant to whom the non-restricted
stock is granted (without any special restrictions and conditions). However, notwithstanding any other provision
of the Plan, non-restricted stock may be awarded under the Plan only if and to the extent permitted under
subsection 19.1 hereof.

11.2 Terms and Conditions of Non-Restricted Stock To Be Determined by Committee. Subject to the
other provisions of this section 11 and the other sections of the Plan, all of the terms and conditions that apply to
any non-restricted stock awarded under the Plan shall be determined by the Committee. The grant of any
non-restricted stock under the Plan shall be evidenced by a written agreement signed by the Commitiee or a
representative thereof, which agreement shall contain the terms and conditions of the non-restricted stock award
{as set by the Committee).

11.3 Procedures for Payment of Taxes Upon Grant of Non-Restricted Stock. Any taxes required to be
withheld upon the grant of any non-restricted stock award under the Plan (and, if applicable, any minimum
purchase price for the stock that may be required by applicable law) must be paid in full at the time of such grant.
The procedures for meeting such requirements shall be established under the provisions of section 17 hereof.

12. Fair Market Value of Common Shares. For purposes of the Plan. the fair market value of a Common
Share on any date (for purposes of this section 12, the “‘subject date”} shall be deemed to be the ctosing price of a
Common Share on the New York Stock Exchange on the subject date (or. if no trading in any stocks occurred at
all on such exchange on the subject date, on the next subsequent date on which trading of stacks occurred on
such exchange). Notwithstanding the foregoing, if Common Shares are not listed or traded at all on the New
York Stock Exchange on the date as of which a Common Share’s fair market value for the subject date is to be
determined under the terms of the immediately preceding sentence, then the fuir market value of a Common
Share on the subject date shall be determined by the Committee in good faith pursuant to methods and
procedures established by the Committee.

13. Performance Goals.

13.1 Criteria for Performance Goals. To the extent the meeting of performance goals set by the
Committee may be a condition to the exercise of or payment under any award granted under the Plan, the
Commitiee may base such performance goals on, and only on. one or more of the following criteria applicable to
the Company:

(a) free cash flow (defined as cash generated by operating activities, minus capital expenditures and
other investing activities, dividend payments and proceeds from the issuance of equity securities, and
proceeds from the sale of assets);

(b) earnings before interest, taxes, depreciation, and amortization,
(c) earnings per share;

(d) operating income;

(e) total shareholder returns;
(f) profil targets;

{g) revenue targets,

(h) profitability targets as measured by return ratios:
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(1) netincome;

(j) return on sales;

(k) return on assets;

(1) return on equity; and

(m) corporate performance indicators (indices based on the level of certain services provided to
customers).

13.2 Method By Which Performance Criteria Can Be Measured.

(a) Any performance criteria described in subsection 13.1 hereof that is used to determine the
performance goals applicable to an award granted under the Plan shall be measured or determined on the
basis of a period of such duration (for purposes of this subsection 13.2, a “performance period™), which
period may be of any length, but not less than one year or in excess of ten years, as is set by the Committee
either prior to the start of such period or within its first 90 days (provided that the performance criteria is not
in any event set after 23% or more of the applicable performance period has elapsed) and shall be criteria
that will be able to be objectively determined by the Committee.

(b) Further, the Committee may provide in the terms of an award granted under the Plan that any
factor used to help determine any performance criteria identified in subsection 13,1 hereof shall be taken
into account only to the extent it exceeds or, conversely, is less than a certain amount, The Committee may
also provide in the terms of an award granted under the Plan that, in determining whether any performance

criteria identified in subsection 13.1 hereof has been attained, certain special or technical factors shall be
ignored or, conversely, taken into account, in whole or in part, including but not limited to any one or more
of the following factors;

(1} a gain, loss, income, or expense resulting from changes in generally accepted accounting
principles that become effective during the applicable performance period or any previous period;

(2) a gain, loss, income, or expense that is extraordinary in nature;
(3) an impact of other specified nonrecurring events;

(4) a gain or loss resulting from, and the direct expense incurred in connection with, the
disposition of a business, in whole or in part, the sale of investments or non-core assets, or discontinued
operations, categories, or segments of businesses;

(5) a gain or loss from claims and/or litigation and insurance recoveries relating to claims or
litigation;

{6) an impact of impairment of tangible or intangible assets;
(7) an impact of restructuring activities, including, without limitation, reductions in force:

(8) an impact of investments or acquisitions made during the applicable performance period or
any prior period;

(9) aloss from political and legal changes that impact operations, as a consequence of war,
insurrection, riot, terrorism, confiscation, expropriation, nationalization, deprivation, seizure, business
interruption, or regulatory requirements;

{10) retained and uninsured losses from natural catastrophes;

(11) currency fluctuations;

(12) an expense relating to the issuance of stock options and/or other stock-based compensation;,
(13) an expense relating to the early retirement of debt; and/or

(14} an impact of the conversion of convertible debt securities.
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Each of the adjustments described in this paragraph (b) shall be determined in accordance with generally
accepted accounting principles and standards, unless another objective method of measurement is designated by
the Committee.

(c) In addition, any performance criteria identified in subsection 13.1 hereof, and any adjustment in the
factors identified in paragraph (b) of this subsection 13.2 that are used to determine any such performance 1
criteria, (i) may be measured or determined for CBI, for any organization other than CBI that is part of the
Company. for the entire Company in the aggregate, or for any group of corporations or organizations that are
included in the Company and (ii) may be measured and determined in an absolute sense and/or in comparison to
the analogous performance criteria of other publicly-traded companies (that are selected for such comparison
purposes by the Commitiee). '

13.3 Verification That Performance Goals and Other Conditions Are Met. To the extent any payment
under, or any exercise of, an award granted under the Plan requires the meeting of any performance goals and/or
any other conditions that have been set by the Commitiee, the Committee shall verify that such performance
goals and/or such other conditions have been met before such payment or exercise is permitted.

14. Nonassignability of Awards. Except as may be required by applicable law, no award granted under the Plan
to a Participant may be assigned, transferred, pledged, or otherwise encumbered by the Participant otherwise than
by will, by designation of a beneficiary to take effect after the Participant’s death, or by the laws of descent and
distribution. Bach award shall be exercisable during the Participant’s lifetime only by the Participaat (or, if
permissible under applicable law, by the Participant’s guardian or legal representative).

15. Provisions Upon Change in Control.

15.1 Effect of Change in Control on Awards. In the event a Change in Control occurs on or after the
Effective Date, then, unless otherwise prescribed by the Committee in the terms of an applicable award, (i) all
outstanding stock options and stock appreciation rights granted under the Plan to a Participant shall immediately
become exercisable in full upon the date of the Change in Control, (ii) the restrictions still then in force and
applicable to any Common Shares awarded as restricted stock under the Plan to a Participant shall immediately
lapse upon the date of the Change in Control, and (ii1) any performance share, share-based performance unit, and
nonshare-based performance unit granted under the Plan to a Participant shall become payable, at the maximum
payment amount that was attainable under such award if all performance goals and other criteria or conditions
applicable to the award were satisfied, on the date of the Change in Control.

15.2 Cashout of Stock Options and Stock Appreciation Rights. In addition, unless the Committee shall
otherwise prescribe in the terms of a stock option or stock appreciation right that was awarded under the Plan, in the
event of a Change in Control the Committee shall have discretion to cause a cash payment to be made to the person
who then holds such stock option or stock appreciation right, in lieu of the right to exercise such stock option or
stock appreciation right or any portion thereof, provided (i) that such stock option or stock appreciation Tight is still
outstanding as of the Change in Control and (ii) that the aggregate fair market value (on the date of the Change in
Control) of the Common Shares that are subject to such stock option or stock appreciation right exceeds the
aggregate exercise price of such Common Shares under such stock option or stock appreciation right. In the event
the Committee exercises its discretion to cause such cash payment to be made, the amount of such cash payment
shall be equal to the amount by which (i) the aggregate fair market value (on the date of the Change in Control) of
the Common Shares that are subject to such stock option or stock appreciation right exceeds (ii) the aggregate
exercise price of such Common Shares under such stock option or stock appreciation right.

15.3 Cashout of Performance Shares, Share-Based Perfermance Units, and Nonshare-Based
Performance Units. Further, unless the Committee shall otherwise prescribe in the terms of an applicable
performance share, share-based performance unit, or nonshare-based performance unit that was awarded under
the Plan and that would otherwise be payable in Common Shares, in the event of a Change in Control the
Committee shall have discretion to cause the payment of such performance share, share-based performance unit,
or nonshare-based performance unit to be made in cash instead of Common Shares. In the event the Committee
exercises its discretion to cause such cash payment to be made, the amount of such cash payment shall be equai
to the aggregate fair market value, on the date of the Change in Control, of the Common Shares that would
otherwise then be payable under such performance share, share-based performance unit, or nonshare-based
performance unit.
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15.4 Definition of Change in Control. For purposes of the Plan, a “Change in Control” means the
occurrence of any one of the events described in the following paragraphs of this subsection 15.4.

(a) A majority of the Board as of any date not being composed of Incumbent Directors. For purposes
of this subsection 15.4, as of any date, the term “Incumbent Director” means any individual who is a
director of CBI as of such date and either: (i) who was a director of CBI at the beginning of the 24
consecutive month period ending on such date; or (ii) who became a CBI director subsequent to the
beginning of such 24 consecutive month period and whose appointment, election, or nomination for election
was approved by a vote of at least two-thirds of the CBI directors who were, as of the date of such vote,
Incumbent Directors (either by a specific vote or by approval of the proxy statement of CBI in which such
person is named as a nominee for director). It is provided, however, that no individual initially appointed,
elected, or nominated as a director of CBI as a result of an actual or threatened election contest with respect
to directors or as a result of any other actual or threatened solicitation of proxies or consents by or on behalf

of any person other than the Board shall ever be deemed to be an Incumbent Director. /’i
{(b) Any “person,” as such term is defined in Section 3(a)(9) of the Exchange Act and as used in /
Sections 13(d)(3) and 14(d)(2) of the Exchange Act, being or becoming “beneficial owner” (as defined in 13
Rule 13d-3 under the Exchange Act), directly or indirectly, of securities of CBI representing 20% or more of >
the combined voting power of CBI's then outstanding securities eligible to vote for the election of the Board %
(for purposes of this subsection 15.4, the “CBI Voting Securities™). It is provided, however, that the event f;
described in this paragraph (b) shall not be deemed to be a Change in Control if such event results from any ’Q
of the following: (i) the acquisition of any CBI Voting Securities by the Company, (ii) the acquisition of any 29
CBI Voting Securities by any employee benefit plan (or related trust) sponsored or maintained by the @
Company, (iii) the acquisition of any CBI Voting Securities by any underwriter temporarily holding ,E

securities pursuant to an offering of such securities, or (iv) a Non-Qualifying Transaction (as defined in
paragraph (c) of this subsection 15.4).

N

(c) The consummation of a merger, consolidation, statutory share exchange, or similar form of
corporate transaction involving the Company (for purposes of this paragraph (c), a “Reorganization”) or sale
or other disposition of all or substantially all of the assets of CBI to an entity that is not an affiliate of CBI
(for purposes of this paragraph (c), a “Sale™), that in each case requires the approval of CBI’s shareholders
under the law of CBI's jurisdiction of organization, whether for such Reorganization or Sale (or the issuance
of securities of CBI in such Reorganization or Sale), unless immediately following such Reorganization or
Sale:

N

(1) more than 60% of the total voting power {in respect of the election of directors, or similar
officials in the case of an entity other than a corporation) of (i) the entity resulting from such
Reorganization or the entity which has acquired all or substantially ail of the assets of CBI (for
purposes of this paragraph (c) and in either case, the “Surviving Entity”), or (ii) if applicable, the
ultimate parent entity that directly or indirectly has beneficial ownership of more than 50% of the total
voting power (in respect of the election of directors, or similar officials in the case of an entity other
than a corporation) of the Surviving Entity (for purposes of this paragraph (c), the “Parent Entity”), is k—

represented by CBI Voting Securities that were outstanding immediately prior to such Reorganization
or Sale (or, if applicable, is represented by shares into which such CBI Voting Securities were
converted pursuant to such Reorganization or Sale), and such voting power among the holders thereof
is in substantially the same proportion as the voting power of such CBI Voting Securities among the
holders thereof immediately prior to the Reorganization or Sale;

{2) no person (other than any employee benefit plan sponsored or maintained by the Surviving
Entity or the Parent Entity or the related trust of any such plan) is or becomes the beneficial owner,
directly or indirectly, of 20% or more of the total voting power (in respect of the election of directors,
or similar officials in the case of an entity other than a corporation) of the outstanding voting securities
of the Parent Entity (or, if there is no Parent Entity, the Surviving Entity); and

(3) at least a majority of the members of the board of directors (or similar officials in the case of
an entity other than a corporation) of the Parent Entity (or, if there is no Parent Entity, the Surviving
Entity) following the consummation of the Reorganization or Sale were, at the time of the approval by
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the Board of the execution of the initial agreement providing for such Reorganization or Sale,
Incumbent Directors (any Reorganization or Sale which satisfies all of the criteria specified in
subparagraphs (1), (2}, and (3) of this paragraph (c) being deemed to be a “Non-Qualifying
Transaction” for purposes of this subsection 15.4).

(d) The shareholders of CBI approving a plan of complete liquidation or dissolution of CBL.

Notwithstanding the foregoing, a Change in Control shall not be deemed to occur solely because any person
acquires beneficial ownership of more than 20% of the CBI Voting Securities as a result of the acquisition of CBI
Voting Securities by CBI which reduces the number of CBI1 Voting Securities outstanding; provided that, if after
such acquisition by CBI such person becomes the beneficial owner of additional CBI Voting Securities that
increases the percentage of outstanding CBI Voting Securities beneficially owned by such person, a Change in
Control shall then occur.

16. Adjustments.
16.1 Adjustments for Stock Dividends, Stock Splits, and Other Corporate Transactions.

(2) In the event of any change affecting the Common Shares by reason of any stock dividend or split,
recapitalization, merger, consolidation, spin-off, combination or exchange of shares, or other corporate
change, or any distributions to common shareholders other than cash dividends, then, subject to the
provisions of paragraph (b} of this subsection 16.1, the Committee shall make such substitution or
adjustment in the aggregate number or class of shares which may be distributed under the Plan and in the
number, class, and exercise price or other price of shares on which the outstanding awards granted under the
Plan are based as it determines to be necessary or appropriate in order to prevent the enlargement or dilution
of rights under the Plan or under awards granted under the Plan. :

(b) The Committee shall not take any action under the provisions of paragraph (a) of this subsection
16.1 with respect to any specific award granted under the Plan to the extent it determines that such action
would otherwise cause such award 1o become subject to the requirements of Code Section 409A when such
award would not be subject to such requirements in the absence of such adjustment.

16.2 Adjustments To Correct Errors or Omissions. The Committee shall be authorized to correct any
defect, supply any omission, or reconcile any inconsistency in the Plan or any award granted under the Plan in
the manner and to the extent it shall determine is needed to reflect the intended provisions of the Plan or that
award or to meet any law that is applicable to the Plan (or the provisions of any law which must be met in order
for the normal tax consequences of the award to apply).

17. Procedures For Satisfying Payment and Withholding Requirements.

17.1 Committee May Develop Payment/Withholding Procedures. The Committee may, in its discretion,
establish procedures governing the exercise of, lapse of restrictions under, and/or payment of any award granted
under the Plan and to compe} under such procedures that, to the extent applicable under such award, any
purchase price for Common Shares being obtained under such award and/or taxes required to be withheld by the
terms of such award or under applicable law (with any such purchase price and/or tax withholding requirements
being referred to in this section 17 as the “payment/withholding requiremenis”) be paid in full. The Committee
may provide for different rules as to the satisfying of the payment/withholding requirements with respect to each
type of award granted under the Plan and even among awards of the same type that are granted under the Plan.
The Committee's procedures applicable to the satisfaction of any payment/withholding requirements that apply
to an award granted under the Plan may, in the discretion of the Committee, include commonly accepted
electronic or telephonic notices given via the internet or an interactive voice response system to a third party
broker which is designated by the Committee to facilitate and/or administer the exercise or payment of any
awards granted under the Plan.

17.2 Default Payment/Withholding Procedures. Unless the Committee otherwise prescribes in the
written agreement by which an award is granted under the Plan, any Participant to whom an award under the Plan
is granted (or, if applicable, such other person who is exercising or receiving a payment under the award) may, in
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his or her sole discretion, satisfy the payment/withholding requirements that apply to such award by using any
one or more of the following methods or any combination of the following methods:

(a} by making a payment to the Company of an amount in cash (which, for purposes of the Plan, shall
be deemed to include payment in U.S. currency or by certified check, bank draft, cashier’s check, or money
order) equal to the amount of such payment/withholding requirements;

(b) by making a payment to the Company in Common Shares which are previously owned by the
Participant (or such other person) and have a fair market value on the date of payment equal to the amount
of such payment/withholding requirements;

(c) by having CBI retain Common Shares which are otherwise being purchased or paid under the
award and have a fair market value on the date of payment equal to the amount of such payment/
withholding requirements;

(d) by having CBI retain an amount of cash that is payable under the award and equal to the amount of
such payment/withholding requirements; and/or

(e) by having the Company retain an amount of cash that is payable under any other compensation
applicable to the Participant (or such other person) and equal to the amount of such payment/withholding
requirements.

17.3 Limitation on Common Shares Used to Meet Payment/Withholding Requirements.
Notwithstanding any other provisions of subsections 17.1 and 17.2 hereof, Common Shares may not be used in
payment by the Participant for satisfying any payment/withholding requirements that apply to an award granted
under the Plan either (i) if the Common Shares being used in payment are being purchased upon exercise of the
applicable award and the award is an ISO or (ii) if the Common Shares being used in payment both were
previously acquired by the Participant through the exercise of a prior ISO and have been held by the Participant
for less than two years from the date of grant of the prior ISO or less than one year from the date of the prior
transfer of such Common Shares to him or her.

17.4 Right of Company To Retain Amount To Meet Payment/Withholding Requirements If
Requirements Are Not Otherwise Met. If any Participant (or other person) who is responsible for satisfying
any payment/withholding requirements that apply to an award granted under the Plan otherwise fails to satisfy
such payment/withholding requirements under the procedures or other rules set forth in the foregoing provisions
of this section 17, the Company shall have the right to retain from such award or the payment thereof (or from
any other amount that is payable as compensation to the Participant or such other person), as appropriate, a
sufficient number of Common Shares or cash otherwise applicable to the award (or otherwise applicable to such
other compensation amount) in order to satisfy such payment/withholding requirements.

18. Amendment or Termination of Plan.

18.1 Right of Board To Amend or Terminate Plan. Subject to the provisions of subsection 1.3(b) hereof
but notwithstanding any other provision hereof to the contrary, the Board may amend or terminate the Plan or
any portion or provision thereof at any time, provided that no such action shall materially impair the rights of a
Participant with respect to a previously granted Plan award without the Participant’s consent. Notwithstanding
the foregoing, the Board may not in any event, without the approval of CBI’s shareholders, adopt an amendment
to the Plan which shall: (i) increase the total number of Common Shares which may be issued during the
existence of the Plan; (ii} increase the total number of Common Shares which may be subject to or 1ssued under
ISOs granted during the existence of the Plan; (iii) change the class of persons eligible to become Participants
under the Plan; or (iv) make any othet change in the Plan that is required by applicable law to be approved by
CBI's shareholders in order to be effective.

18.2 Rules When Shareholder Approval for Amendment Is Required. If approval of CBI's shareholders
is required to a Plan amendment pursuant to the provisions of subsection 18.1 hereof, then such approval must
comply with all applicable provisions of CBI's corporate charter, bylaws and regulations, and any applicable
state law prescribing a method and degree of shareholder approval required for issuance of Common Shares. If
the applicable state law fails to prescribe a method and degree in such cases, then such approval must be made by
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a method and degree that would be treated as adequate under applicable state taw in the case of an action
requiring shareholder approval of an amendment to the Plan.

19. Miscellaneous.

19.1 Exception to Service Vesting Requirements Under Certain Awards. Notwithstanding any other
provision of subsections 9.1(a}, 10.1(a), (b), and (¢), and 11.1 hereof but subject to all other limits and provisions
of the Plan, up to but not in excess of 400,000 Common Shares (in the aggregate) may be issued or paid (i) under
awards of restricted stock, performance shares, share-based performance units, and/or nonshare-based
performance units that do not impose the restrictions or conditions set forth in subsections 9.1¢a) and 10.1(a), (b),
and (c¢) that otherwise would require (for the applicable Participant to receive, or retain without forfeiting, the
compensation reflected by the award) that the Participant must either be an employee of the Company for a
specified continuous period of time or terminate employment with the Company in special circumstances and
(i) under awards of non-restricted stock.

19.2 Section 83(b) Election. A Participant may, with respect to any award granted to him or her under the
Plan with respect to which an election could be made under Section 83(b) of the Code (generaily to include in his
or her gross income for Federal income tax purposes in the year the award 1s transferred to him or her the
amounts specified in such Code section), make such election provided that (i) the terms and conditions of such
award fail to prohibit the Participant making such election and (i1} the Participant provides written notice to the
Committee of such election, and satisfies any tax withholding requirements that are then applicable to the award
because of his or her election under Code Section 83(b), within ten days after he or she has filed a written notice
of such election with the Internal Revenue Service (as well as meeting all other notice and additional
requirements for such election that are required by Section 83(b) of the Code).

© 19.3 Deferrals of Award Payments, The Committee may, in its discretion and if performed in accordance
with the terms and conditions of an award granted under the Plan or under any plan maintained by CBI, permit
Participants to elect to defer the payment otherwise required under all or part of any award granted under the
Plan. Such deferral shall not be permitted by the Committee unless such deferral meets all of the conditions of
Section 409A of the Code.

19.4 Prohibition on Reduction of Exercise Price. Subject to the provisions of subsection 16.1 hereof but
notwithstanding any other provision of the Plan, in no event shall the exercise or other similar price applicable to
an award granted under the Plan, including a stock option or a stock appreciation right granted under the Plan, be
reduced, directly or indirectly, by an amendment to the award, by the cancellation of the award and the granting
of a new award, or by any other means unless such reduction is approved by CBI's shareholders (with such
approval meeting the same conditions as are described in subsection 18.2 hereof as to the approval of a Plan
amendment).

19.5 No Right To Employment. Nothing contained in the Plan or any award granted under the Plan shall
confer on any Participant any right to be continued in the employment of the Company or interfere in any way
with the right of the Company to terminate the Participant’s employment at any timne and in the same manner as
though the Plan and any awards granted under the Plan were not in effect.

19.6 No Advance Funding of Plan Benefits. All payments required to be made under awards granted
under the Plan shall be made by the Company out of its general assets. In this regard, the Plan shall not be funded
and the Company shall not be required to segregate any assets to reflect any awards granted under the Plan. Any
liability of the Company to any person with respect to any award granted under the Plan shall be based solely
upon the contractual obligations that apply to such award, and no such liability shall be deemed to be secured by
any pledge of or other lien or encumbrance on any property of the Company.

19.7 Plan Benefits Generally Not Part of Compensation for Other Company Benefit Plans. Any
payments or other benefits provided to a Participant with respect to an award granted under the Plan shall not be
deemed a part of the Participant’s compensation for purposes of any termination or severance pay plan, or any
other pension, profit sharing, or other benefit ptan, of the Company unless such plan expressly or clearly
indicates that the payments or other benefits provided under an award granted under the Plan shall be considered
part of the Participant’s compensation for purposes of such plan or unless applicable law otherwise requires.
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19.8 No Issuance of Common Shares Unless Securities Laws Permit Issuance. Notwithstanding any
other provision of the Plan to the contrary, in no event shall CBI be obligated to issue or deliver any Common
Shares under the Plan in connection with an award granted under the Plan unless and until CBI determines that
such issuance or delivery will not constitute a violation of the provisions of any applicable law (or regulation
issued under such law) or the rules of any securities exchange on which Common Shares are listed and will not
be subject to restrictions not generally applicable to Common Shares. In addition, with respect to any Participant
who is subject to the requirements of Section 16 of the Exchange Act. transactions under the Plan are intended to
comply with all applicable requirements of Rule 16b-3. To the extent any provision of the Plan or an award
granted under the Plan or action by the Committee fails to so comply, it shall be deemed to be null and void to
the extent permitted by law or deemed advisable by the Committee.

19.9 Awards To Employees of CBI Affiliate May Be Made In Shares of Subsidiary. Notwithstanding
any other provision of the Plan, any award granted under the Plan to an Employee who is, at the time of the grant
of the award, an employee of a corporation (other than CBI) that is part of a controlled group of corporations
(within the meaning of Section 1563(a) of the Code. but determined without regard to Code Section 1563(a)(4)
and (e)(3)(C)) that includes CBI may be based on commen shares of such other corporation. In such case, all of
the provisions of the Plan, including the Common Share limits set forth in section 6 hereof, shall apply to such
award in the same manner as if such other corporation’s common shares were Common Shares.

19.10 Applicable Law. Except to the extent preempted by any applicable Federal law. the Plan shall be
subject to and construed in accordance with the laws of the State of Ohio.

19.11 Counterparts and Headings. The Plan may be executed in any number of counterparts, each of
which shall be deemed an original. The counterparts shall constitute one and the same instrument, which shall be
sufficiently evidenced by any one thereof. Headings used throughout the Plan are for convenience only and shall
not be given legal significance.




[THIS PAGE INTENTIONALLY LEFT BLANK]




APPENDIX B

CINCINNATI BELL INC.
2007 STOCK OPTION PLAN FOR NON-EMPLOYEE DIRECTORS




[THIS PAGE INTENTIONALLY LEFT BLANK]




CINCINNATI BELL INC.
2007 STOCK OPTION PLAN FOR NON-EMPLOYEE DIRECTORS

1. Introduction to Plan.

1.1 Name and Sponsor of Plan. The name of this Plan is the Cincinnati Bell Inc. 2007 Stock Option Plan
for Non-Employee Directors, and its sponsor is CBI.

1.2 Purposes of Plan. The purposes of this Plan are (i) to atiract and retain the services of experienced and
knowledgeable persons to serve as independent directors of CBI for the benefit of CBI and its shareholders and
(ii) to provide additional incentive for such directors to continue to work for the best interests of CBI and its
shareholders.

1.3 Effective Date and Duration of Plan.

(a) The Plan is effective as of the Effective Date {May 3, 2007), subject to the Plan’s approval by a
majority of the voting shares present or represented and entitled to vote on the Plan at the 2007 annual
meeting of CBI’s shareholders.

(b) The Plan shall remain in effect thereafter until the earliest of (i) the date on which the Plan is
terminated in accordance with section 14 hereof, (ii) the date on which the maximum number of Common
Shares which may be issued or paid under or with respect to all of the awards granted under the Plan during
the Plan’s entire existence (as determined under the other provisions of the Plan) bave been issued or paid,
or (iii) May 2, 2017. Upon the termination of the Plan, no awards may be granted under the Plan after the
date of such termination but any award granted under the Plan on or prior to the date of such termination
shall remain outstanding in accordance with the terms of the Plan and the terms of the award,

2. General Definitions. For all purposes of the Plan, the following terms shall have the meanings indicated
below when used in the Plan, unless the context clearly indicates otherwise.

2.1 “Board” means the Board of Directors of CBI.

2.2 “CBI” means Cincinnati Bell Inc. (and, except for purposes of determining whether a Change in
Control has occurred, any legal successor to Cincinnati Bell Inc. that results from a merger or similar
transaction).

2.3 “Change in Control” means the occurrence of any of the events described in subsection 11.3 hereof.

2.4 “Code” means the Interna) Revenue Code of 1986, as it exists as of the Effective Date and as it may
thereafter be amended. A reference to a specific section of the Code shall be deemed to be a reference both (i) to
the provisions of such section as it exists as of the Effective Date and as it is subsequently amended, renumbered,
or superseded (by future legislation} and (it) to the provisions of any government regulation that is issued under
such section as of the Effective Date or as of a later date.

2.5 “Common Shares” means common shares, par value $0.01 per share, of CBI.

2.6 “Company” means, collectively, (i) CBI, (ii) each other corporation that is part of a controlled group of
corporations (within the meaning of Section 1563(a) of the Code, but determined without regard to Code
Section 1563(a)(4) and (e)(3)(C)) that includes CBI, and (iii) each other organization (a partnership, sole
proprietorship, etc.) that is under common control (within the meaning of Section 414(b) of the Code) with CBL

2.7 “Effective Date” means May 3, 2007,

2.8 “Exchange Act” means the Securities Exchange Act of 1934, as it exists as of the Effective Date and as
it may thereafter be amended. A reference to a specific section of the Exchange Act shall be deemed to be a
reference both (i) to the provisions of such section as it exists as of the Effective Date and as it is subsequently
amended, renumbered, or superseded (by future legislation) and (ii) to the provisions of any government
regulation or rule that is issued under such section as of the Effective Date or as of a later date.
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2.9 “Qutside Director” means any member of the Board who is not an employee (on an employee payroll)
of the Company.

2.10 “Plan” means this document, named the “Cincinnati Bell Inc. 2007 Stock Option Plan for
Non-Employee Directors,” as set forth herein and as it may be amended.

2.11 “Regulation 1.83-3(i)” means Treasury Regulation Section 1.83-3(i} issued by the Department of the
Treasury under Section 83 of the Code, as such regulation exists as of the Effective Date and as it is subsequently
amended, renumbered. or superseded.

2.12 “Retirement” means. with respect to any Outside Director, the Qutside Director’s ceasing to bea
director of CBI either (i) afier he or she has attained at least age 68, (i) after he or she has completed at least
three full years of service as a director of CBI (with one year of service being credited to the Qutside Director for
this purpose for each twelve months as a CBI director, whether or not consecutive), or (iii) with the express
consent of the Board that such cessation will be treated as the Quiside Director’s retirement for purposes of the
Plan. '

713 “Rule 16b-3" means Rule 16b-3 issued by the Securities and Exchange Commission under Section 16
of the Exchange Act, as such rule exists as of the Effective Date and as it is subsequently amended, renumbered,
or superseded.

3. Administration of Plan. The Plan shall be administered by the Board. The Board shall have the sole and
complete authority to grant awards to Outside Directors in accordance with the provisions of section 5 hereof
and, subject to the limitations and other provisions of the Plan. to interpret the Plan, to adopt, amend, and rescind
administrative guidelines and other rules and regulations relating to the Plan, and to make all other
determinations and to take all other actions it deems necessary or advisable for the proper administration of the
Plan. Except to the extent otherwise required by applicable law, the Board's determinations on any matter within
its authority shall be conclusive and binding on CBI, all Qutside Directors, and all other parties.

4. Class of Persons Eligible for Plan. Awards may be granted under the Plan to, and only to, Outside Directors.

8. Awards under Plan.

5.1 Type of Awards. Awards under the Plan may be granted in either or both of the following forms, both
of which shall be based on Common Shares: (i) stock options; and (ii) restricted stock. The subsequent provisions
of the Plan provide certain rules and conditions that apply to each of such award forms.

5.2 Grant of Awards.

(2) Any individual who first becomes an Outside Director on or after the Effective Date shall be
granted a stock option to purchase 25,000 Common Shares on the first day of such individual’s first term of
office as an Ouiside Director; except that, notwithstanding the foregoing, (i) the Board may in its discretion
change the number of Common Shares to be subject to purchase under such stock option to any number of
Common Shares above or below 25,000 Common Shares. (it) the Board may also in its discretion issue on
such day restricted stock of any number of Common Shares, and (iii) the number of Common Shares to be
subject to such stock option and/or restricted stock shall in any event be subject to and constrained by the
limits of section 6 hereof and the other terms of this Plan.

(b) On the date of each annual meeting of the shareholders of CBI that occurs on or after the Effective
Date. each Qutside Director who first became an Qutside Director prior to such annual meeting and who
will continue to serve as an Qutside Director after such annual meeting shall be granted a stock option to
purchase 9,000 Common Shares; except that, notwithstanding the foregoing, (i) the Bourd may in its
discretion change the number of Common Shares to be subject to purchase under such stock option to any
number of Common Shares above or below 9.000 Common Shares, (ii) the Board may also in its discretion
issue on such date restricted stock of any number of Common Shares, and (iii) the number of Common
Shares to be subject 1o such stock option and/or restricted stock shall in any event be subject to and
constrained by the limits of section 6 hereof and the other terms of this Plan.
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(¢) The Board shall (i) exercise its discretion when changing the number of Common Shares to be
subject to any stock option award granted to any Qutside Director under the provisions of paragraph (a) or
(b) of this subsection 5.2 {to a number of Common Shares that is above or below the number of Common
Shares that are otherwise prescribed for such stock option award under the provisions of such paragraph
(a) or (b)), and (if) exercise its discretion when issuing any restricted stock award under the provisions of
paragraph (a) or (b) of this subsection 5.2, with the intent that such awards, together with other
compensation that is either paid in the form of Common Shares or has its value determined in relation to the
value of Common Shares (such awards and such other compensation referred to in this paragraph (c) as
“equity-based compensation”) and taking into account the fair market value of a Common Share when
granting or providing such equity-based compensation, provide equity-based compensation for the Outside
Directors that each year is approximately equal to the median level of the value of equity-based
compensation provided by a group of comparable peer group companies to their non-employee directors.

(d) Any Common Shares that are to be issued or paid under any award granted under the Plan may
consist, in whole or in part, of Common Shares that are authorized but unissued or Common Shares that are
treasury shares.

6. Limits on Shares Subject to Plan Awards.

6.1 Common Share Limit. Subject to the following provisions of this subsection 6.1 and the provisions of
subsections 6.2 and 12.1 hereof, the following limits set forth in paragraphs (a) through (¢) of this subsection 6.1
(which generally involve the maximum number of Common Shares that may be issued or paid under the Plan and
its various types of awards during the Plan’s entire existence) shall apply to the grant of awards under the Plan.
No award may be granted under the Plan to the extent it would cause any of the following limits to be violated.

(a) The maximum number of Common Shares which may be issued or paid under or with respect to all
of the awards (considered in the aggregate) granted under the Plan during the Plan’s entire existence shall be
equal to 1,000,000 Common Shares.

(b) The maximum number of Common Shares which may be issued or paid under or with respect to all
stock options (considered in the aggregate but separately from all restricted stock forms of awards) granted
under the Plan during the Plan’s entire existence shall be equal to 1,000,000 Common Shares.

(¢} The maximum number of Common Shares which may be issued or paid under or with respect to all
restricted stock (considered in the aggregate but separately from all stock option forms of awards) granted
under the Plan during the Plan’s entire existence shall be equal to 300,000 Common Shares,

6.2 Rules For Applying Award Limits. For purposes of applying the award limits set forth in subsection
6.1 hereof and for all other purposes of the Plan, the following provisions of this subsection 6.2 shall apply.

(a) If any award or portion thereof granted under the Plan is forfeited, expires, or in any other manner
terminates without the payment of Common Shares or any other amount or consideration, the number of
Common Shares on which such award or portion of an award was based (i) shall again be available to be
issued or paid under the Plan and to be the basis on which other awards may be granted under the Plan and
(i1) thus shall not be counted as Common Shares that were issued or paid under the Plan in determining
whether any of the limits set forth in subsection 6.1 hereof are met.

{b) Any Common Shares that would be issued or paid under an award granted under the Plan but are
withheld in payment of any exercise price, purchase price, or tax withholding requirements (in accordance
with the provisions of section 13 hereof) (i) shall not again be deemed to be available to be issued or paid
under the Plan or to be the basis on which other awards may be granted under the Plan and (ii) thus shall be
counted as Common Shares that were issued or paid under the Plan in determining whether any of the limits
set forth in subsection 6.1 hereof are met.
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7. Stock Option Awards. Any awards granted under the Plan in the form of stock options shall be subject to the
following terms and conditions of this section 7.

7.1 Nature of Stock Option. A stock option means an option to purchase any number of Common Shares,
up to a fixed maximum number of Common Shares, in the future at a fixed price (for purposes of this section 7,
the “Exercise Price”) that applies to the Common Shares to which the purchase relates. Stock options granted
under the Plan to any Qutside Director shall be stock options that are not incentive stock options (within the
meaning of Section 422 of the Code).

7.2 Terms and Conditions of Stock Option To Be Determined by Board. Subject to the other provisions
of this section 7 and the other sections of the Plan, the terms and conditions of any stock option granted under the
Plan shall be determined by the Board. The grant of a stock option shall be evidenced by a written agreement
signed by the Board or a representative thereof, which agreement shall contain the terms and conditions of the
stock option (as set by the Board).

7.3 Exercise Price of Stock Option. Unless otherwise prescribed by the Board to be higher, the Exercise
Price with respect to any number of Common Shares that are subject to a stock option granted under the Plan
shall be 100% (and may not in any event be less than 100%) of the fair market value of such number of Common
Shares (disregarding lapse restrictions as defined in Regulation 1.83-3(i}) on the date the stock option is granted.

7.4 Expiration of Stock Option.

(a) Unless otherwise prescribed by the Board, any stock option granted under the Plan shall be
exercisable in whole or in part at any time after the date on which it is granted. However, subject to the
provisions of paragraph (b) of this subsection 7.4, a stock option granted under the Plan shall not in any
event be exercisable after the expiration of ten years after the date on which it is granted (or after any earlier
expiration date that is otherwise prescribed for the stock option by the Board).

(b) Unless otherwise prescribed by the Board and subject in any event to the provisions of paragraph
(a) of this subsection 7.4, if an Outside Director ceases to be a director of CBI other than for death or
Retirement when still eligible to exercise a stock option granted to him or her under the Plan (to the extent
such stock option has not previously been exercised), such stock option shall no longer be exercisable after
the earlier of the expiration of ten years after the date on which the stock option was granted or the
expiration of six months after the date on which the Outside Director ceased to be a director of CBI; except
that, if such Outside Director dies after he or she ceased to be a director of CBI but prior to the expiration of
six months after the date on which he or she ceased to be a director of CB, the first reference in this
paragraph (b) to “six months” shall be deemed to be a reference to “one year.”

7.5 Procedures for Exercise of Stock Option.

(a) With respect to each exercise of a stock option granted under the Plan, written notice of the
exercise must be given and the purchase price for the Common Shares being purchased upon the exercise
and any taxes required to be withheld upon the exercise must be paid in full at the time of the exercise. The
procedures for meeting such requirements shall be established under the provisions of section 13 hereof.

(b} As soon as administratively practical after the receipt of the written notice and full payment
applicable to the exercise of any stock option granted under the Plan in accordance with the procedures
established under the provisions of section 13 hereof, CBI shall deliver to the applicable Outside Director
{or such other person who is exercising the stock option) a certificate or certificates representing the
acquired Common Shares. '

8. Restricted Stock Awards. Any awards granted under the Plan in the form of restricted stock shall be subject
to the following terms and conditions of this section 8.
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8.1 Nature of Restricted Stock.

(a} Restricted stock shall constitute Common Shares that may not be disposed of by the Outside
Director to whom the restricted stock is granted until certain restrictions and conditions established by the
Board lapse. Such restrictions shall include but not necessarily be limited to restrictions that provide that the
Qutside Director must, in order to dispose of all of the Common Shares reflected in a restricted stock award
granted under the Plan, complete at least three full years of service as a director of CBI (with one year of
service being credited to the Outside Director for this purpose for each twelve months as a CBI director,
whether or not consecutive) or terminate service with CBI in special circumstances (such as upon the
Outside Director’s death, disability, or Retirement that occurs after he or she has attained at least age 68).
Any restrictions imposed under a restricted stock award shall also similarly restrict the ability of the Outside
Director to dispose of other rights issued with respect to such restricted stock.

(b) Any restricted stock award granted under the Plan may provide that the satisfaction of certain but
not all (or a certain level but not the highest level) of the restrictions and conditions applicable to such
restricted stock will permit the lapse of the applicable restrictions and conditions that restrict the right to
dispose of such restricted stock as to a percentage (that is reasonably related to the percentage of all or the
highest level of the restrictions and conditions applicable to the entire restricted stock award that have been
satisfied), but not the maximurm number, of the Common Shares reflected by such restricted stock.

8.2 Terms and Conditions of Restricted Stock To Be Determined by Board. Subject to the other
pr'ovisions of this section 8 and the other sections of the Plan, all of the restrictions and other terms and
conditions that apply to any restricted stock awarded under the Plan shall be determined by the Board. The grant
of any restricted stock under the Plan shall be evidenced by a written agreement signed by the Board or a
representative thereof, which agreement shall contain the restrictions and other terms and conditions of the
restricted stock (as set by the Board) and shall be referenced on the certificates representing the Common Shares
that constitute such restricted stock.

8.3 Procedures for Payment of Taxes Upon Vesting of Restricted Stock. Any taxes required to be
withheld upon the lapse of any restrictions applicable to any restricted stock granted under the Plan (and, if
applicable, any minimum purchase price for the restricted stock that may be required by applicable law) must be
paid in full at the time such restrictions lapse. The procedures for meeting such requirements shall be established
under the provisions of section 13 hereof.

8.4 Right of Participant Under Restricted Stock. Any Outside Director who has been granted restricted
stock under the Plan shall have, during the period in which restrictions on his or her ability to dispose of such
stock apply, all of the rights of a sharecholder of CBI with respect to the Common Shares awarded as restricted
stock (other than the right to dispose of such shares), including the right to vote the shares and the right to receive
any cash or stock dividends, unless the Board shall otherwise provide in the terms of the applicable restricted
stock award and except as may otherwise be provided in subsection 8.5 hereof.

8.5 Restrictions for Additional Common Shares Issued under Stock Split or Dividend. Any Common
Shares issued with respect to restricted stock as a result of a stock split, stock dividend, or similar transaction
shall be restricted to the same extent as the applicable restricted stock, unless otherwise provided by the Board in
the terms of the applicable restricted stock award.

8.6 Forfeiture of Restricted Stock. If any restrictions or conditions on an Outside Director’s ability to
dispose of any restricted stock granted to him or her are not satisfied in accordance with the terms of such
restricted stock award, such restricted stock shall be forfeited (subject to such exceptions, if any, as are
authorized by the Board). For instance, if an Outside Director to whom restricted stock has been granted under
the Plan terminates his or her service with CBI during the period in which restrictions on his or her ability to
dispose of such stock apply (and prior to the satisfaction of the requirements applicable to such restrictions), such
restricted stock shall be forfeited (subject to such exceptions, if any, as are authorized by the Board as to a
termination of service that reflects the Outside Director’s death, disability, or Retirement that occurs after the
Outside Director has attained at least age 68 or as to other special circumstances).
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9, Fair Market Value of Common Shares. For purposes of the Plan, the fair market value of a Common Share
on any date (for purposes of this section 9, the “subject date”) shall be deemed to be the closing price of a
Common Share on the New York Stock Exchange on the subject date (or, if no trading in any stocks occurred at
all on such exchange on the subject date, on the next subsequent date on which irading of stocks occurred on
such exchange). Notwithstanding the foregoing, if Common Shares are not listed or traded at all on the New
York Stock Exchange on the date as of which a Common Share’s fair market vatue for the subject date is to be
determined under the terms of the immediately preceding sentence, then the fair market value of a' Common
Share on the subject date shall be determined by the Board in good faith pursuant to methods and procedures
established by the Board, A '

10. Nonassignability of Awards. Except as may be required by applicable law, no award granted under the Plan
to an Qutside Director may be assigned, transferred, pledged, or otherwise encumbered by the Outside Director
otherwise than by will, by designation of a beneficiary to take effect after the Outside Director’s, death, or by the
laws of descent and distribution. Each stock option award shall be exercisable during the Outside Director’s
lifetime only by the Quiside Director (or, if permissible under applicable law, by the Qutside Director’s guardian
or legal representative). Notwithstanding the foregoing provisions of this section 10, the Board may, in its
discretion, permit transfers of stock option awards by gift or otherwise, subject to such terms and conditions as
the Board may prescribe,

11. Provisions Upon Change in Control. ‘ o !

11.1 Effect of Change in Control on Awards. In the event a Change in Control occurs on or after the
Effective Date, then, unless otherwise prescribed by the Board in the terms of an applicable award, (i) all
outstanding stock options granted under the Plan to an Outside Director shall immediately become exercisable in .
full upon the date of the Change in Control and (ii) the restrictions still then in force and applicable to any '
Common Shares awarded as restricted stock under the Plan to an Outside Director shall immediately lapse upon
the date of the Change in Control. ‘

11.2 Cashout of Stock Options. In addition, unless the Board shall otherwise‘pree.;cribe,in the terms of a
stock opticen that was awarded under the Plan, in the event of a Change in Control the Board shall have discretion
to cause a cash payment to be made to the person who then holds such stock option, in lieu of the right to
exercise such stock option or any portion thereof, provided (i) that such stock option is still outstanding as of the
Change in Control and (i) that the aggregate fair market value (on the date of the Change in Control) of the
Commen Shares that are subject to such stock option exceeds the aggrégate exercise price of such Commeon
Shares under such stock option. In the event the Board exercises its discretion to cause such cash payment to be
made, the amount of such cash payment shall be equal to the amount by which (i) the aggregate fair market value
fon the date of the Change in Control) of the Commbon Shares that are subject to such stock option exceeds
(ii) the aggregate exercise price of such Common Shares under such stock option. .

11.3 Definition of Change in Control. For purposes of the Plan, a “Chan’ge in Control” means the
occurrence of any one of the events described in the following paragraphs of this subsection I'1.3.

() A majority of the Board as of any date not being composed of Incumbent Directors. For purposes
of this subsection 11.3, as of any date, the term “Incumbent Director” means any individual who is a
director of CBI as of such date and either: (i) who was a director of CBI at the beginning of the 24
consecutive month period ending on such date; or (ii) who became a CBI director subsequent to the’
beginning of such 24 consecutive month period and whose appointment, election, or nomination for election
was approved by a vote of at least two-thirds of the CBI directors who were,-as of the date of such vote,
Incumbent Directors (either by a specific vote or by approval of the proxy statement of CBI in which such
person is named as a nominee for director). It is provided, however, that no individual initially appointed,
elected, or nominated as a director of CBI as a result of an actual or threatened election contest with respect
to directors or as a result of any other actual or threatened solicitation of proxies or consents by or on behalf
of any person other than the Board shall ever be deemed to be an Incumbent Director.




(b) Any “person,” as such term is defined in Section 3(a)(9) of the Exchange Act and as used in
Sections 13(d)(3) and 14(d)(2) of the Exchange Act, being or becoming “beneficial owner” (as defined in
Rule 13d-3 under the Exchange Act), directly or indirectly, of securities of CBI representing 20% or more of
the combined voting power of CBI’s then outstanding securities eligible to vote for the election of the Board
(for purposes of this subsection 11.3, the “CBI Voting Securities™). It is provided, however, that the event
described in this paragraph (b) shall not be deemed to be a Change in Control if such event results from any
of the following: (i} the acquisition of any CBI Voting Securities by the Company, (ii) the acquisition of any
CBI Voting Securities by any employee benefit plan {or related trust) sponsored or maintained by the
Company, (iii) the acquisition of any CBI Voting Securities by any underwriter temporarily holding
securities pursuant to an offering of such securities, or (iv) a Non-Qualifying Transaction (as defined in
paragraph (c) of this subsection 11.3).

(c) The consummation of a merger, consolidation, statutory share exchange, or similar form of
corporate transaction involving the Company (for purposes of this paragraph (c). a “Reorganization™) or sale
or other disposition of all or substantially all of the assets of CBI to an entity that is not an affiliate of CBI
(for purposes of this paragraph (c), a “Sale™), that in each case requires the approval of CBI's shareholders
under the law of CBI’s jurisdiction of organization, whether for such Reorganization or Sale (or the issuance
of securities of CBI in such Reorganization or Sale), unless immediately following such Reorganization or
Sale:

(1) more than 60% of the total voting power (in respect of the election of directors, or similar
officials in the case of an entity other than a corporation) of (i) the entity resulting from such
Reorganization or the entity which has acquired all or substantially all of the assets of CBI (for
purposes of this paragraph (c) and in either case, the “Surviving Entity™), or (ii) if applicable, the
ultimate parent entity that directly or indirectly has beneficial ownership of more than 50% of the total
voting power (in respect of the election of directors, or similar officials in the case of an entity other
than a corporation) of the Surviving Entity (for purposes of this paragraph {(c). the “Parent Entity™), is
represented by CBI Voting Securities that were outstanding immediately prior to such Reorganization
or Sale (or, if applicable, is represented by shares into which such CBI Voting Securities were
converted pursuant to such Reorganization or Sale), and such voting power among the holders thereof
is in substantially the same proportion as the voting power of such CB1 Voting Securities among the
holders thereof immediately prior to the Reorganization or Sale;

(2) no person (other than any employee benefit plan sponsored or maintained by the Surviving
Entity or the Parent Entity or the related trust of any such plan) is or becomes the beneficial owner,
directly or indirectly, of 20% or more of the total voting power (in respect of the election of directors,
or similar officials in the case of an entity other than a corporation) of the outstanding voting securities
of the Parent Entity (or, if there is no Parent Entity, the Surviving Entity); and

(3) at least a majority of the members of the board of directors (or similar officials int the case of
an entity other than a corporation) of the Parent Entity (or, if there is no Parent Entity, the Surviving
Entity} following the consummation of the Reorganization or Sale were, at the time of the approval by
the Board of the execution of the initial agreement providing for such Reorganization or Sale,
Incumbent Directors (any Reorganization or Sale which satisfies all of the criteria specified in
subparagraphs (1), (2), and (3) of this paragraph (c) being deemed to be a “Non-Qualifying
Transaction” for purposes of this subsection 11.3).

(d) The shareholders of CBI approving a plan of complete liquidation or dissolution of CBL.

Notwithstanding the foregoing, a Change in Control shall not be deemed to occur solely because any person

acquires beneficial ownership of more than 20% of the CBI Voting Securities as a result of the acquisition of CBI
Voting Securities by CBI which reduces the number of CBI Voting Securities outstanding; provided that, if after

such acquisition by CBI such person becomes the beneficial owner of additional CBI Voting Securities that
increases the percentage of outstanding CBI Voting Securities beneficially owned by such person, a Change in
Control shall then occur.
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12. Adjustments.
12.1 Adjustments for Stock Dividends, Stock Splits, and Other Corporate Transactions.

(a) In the event of any change affecting the Common Shares by reason of any stock dividend or split,
recapitalization, merger, consolidation, spin-off, combination or exchange of shares, or other corporate change,
or any distributions to common shareholders other than cash dividends, then,'subject to the provisions of
paragraph (b) of this subsection 12.1, the Board shall make such substitution or adjustment in the aggregate
number or class of shares which may be distributed under the Plan and in the number, class, and exercise price or
other price of shares on which the outstanding awards granted under the Plan are based as it determines to be
necessary or appropriate in order to prevent the enlargement or dilution of rights under the Plan or under awards
granted under the Plan. : :

{b) The Board shal! not take any action under the provisions of paragraph (a) of this subsection 12.]1 with
respect to any specific award granted under the Plan to the extent it determines that such action would otherwise
cause such award to become subject to the requirements of Code Section 409A when such award would not be
subject to such requirements in the absence of such adjustment.

12.2 Adjustments To Correct Errors or Omissions, The Board shall be authorized to correct any defect,
supply any omission, or reconcile any inconsistency in the Plan or any award granted under the Plan in the
manner and to the extent it shalt determine is needed to reflect the intended provisions of the Plan or that award
or to meet any law that is applicable to the Plan (or the provisions of any law which must be met in order for the
normal tax consequences of the award to apply).

13. Procedures For Satisfying Payment and Withholding Requiréments.

13.1 Board May Develop Payment/Withholding Procedures. The Board may, in its discretion, establish
procedures governing the exercise of, lapse of restrictions under, and/or payment of any award granted under the
Plan and to compel under such procedures that, to the extent applicable under such award, any purchase price for
Common Shares being obtained under such award and/or taxes required to be withheld by the terms of such
award or under applicable law (with any such purchase price and/or tax withholding requirements being referred
to in this section 13 as the “payment/withholding requirements”} be paid in full. The Board may provide for
different rules as to the satisfying of the payment/withholding requirements with respect to each type of award
granted under the Plan and even among awards of the same type that are granted under the Plan. The Board’s
procedures applicable to the satisfaction of any payment/withholding requirements that apply to an award granted
under the Plan may, in the discretion of the Board, include commonly accepted electronic or telephonic notices
given via the internet or an interactive voice response system to a third party broker which is designated by the
Board to facilitate and/or administer the exercise, issuance, or payment of any awards granted under the Plan.

13.2 Default Payment/Withholding Procedures. Unless the Board otherwise prescribes in the written
agreement by which an award is granted under the Plan, any Outside Director to whom an award under the Plan
is granted (or, if applicable, such other person who is exercising the award) may, in his or her sole discretion,
satisfy the payment/withholding requirements that apply to such award by using any one or more of the following
methods or any combination of the following methods:

(a) by making a payment to CBI of an amount in cash (which, for purposes of the Plan, shall be
deemed to include payment in U.S. currency or by certified check, bank draft, cashier’s check, or money
order) equal to the amount of such payment/withholding requirements;

(b) by making a payment to CBI in Common Shares which are previously owned by the Qutside
Director (or such other person) and have a fair market value on the date of payment equal to the amount of
such payment/withholding requirements; 1

(¢) by having CBI retain Common Shares which are otherwise being purchased, issued, or paid under
the award and have a fair market value on the date of payment equal to the amount of such payment/
withholding requirements; and/or

(d) by having CBI retain an amount of cash that is payable under any other compensation applicable to
the Outside Director (or such other person) and equal to the amount of such payment/withholding
requirements.
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13.3 Right of CBI To Retain Amount To Meet Payment/Withholding Requirements If Requirements
Are Not Otherwise Met. If any Outside Director (or other person) who is responsible for satisfying any
payment/withholding requirements that apply to an award granted under the Plan otherwise fails to satisfy such
payment/withholding requirements under the procedures or other rules set forth in the foregoing provisions of
this section 13, CBI shall have the right to retain from such award or the payment thereof (or from any other
amount that is payable as compensation to the Outside Director or such other person), as appropriate, a sufficient
number of Common Shares or cash otherwise applicable to the award (or otherwise applicable to such other
compensation amount) in order to satisfy such payment/withholding requirements.

14. Amendment or Termination of Plan.

14.1 Right of Board To Amend or Terminate Plan. Subject to the provisions of paragraph (b) of
subsection 1.3 hereof but notwithstanding any other provision hereof to the contrary, the Board may amend or
terminate the Plan or any portion or provision thereof at any time, provided that no such action shall materially
impair the rights of an Outside Director with respect to a previously granted Plan award without the Qutside
Director’s consent. Notwithstanding the foregoing, the Board may not in any event, without the approval of
CBI's shareholders, adopt an amendment 1o the Plan which shall: (i) increase the total number of Common
Shares which may be issued or paid during the existence of the Plan; (ii) change the class of persons eligible to
receive awards under the Plan; or (iii) make any other change in the Plan that is required by applicable law to be
approved by CBI’s shareholders in order to be effective.

14.2 Rules When Shareholder Approval for Amendment Is Required. If approval of CBI's shareholders
is required to a Plan amendment pursuant to the provisions of subsection 14.1 hereof, then such approval must
comply with all applicable provisions of CBI's corporate charter, bylaws and regulations, and any applicable
state law prescribing a method and degree of shareholder approval required for issuance of Common Shares. If
the applicable state law fails to prescribe a method and degree in such cases, then such approval must be made by
a method and degree that would be treated as adequate under applicable state law in the case of an action
requiring shareholder approval of an amendment to the Plan.

15. Miscellaneous.

15.1 Section 83(b) Election. An Quiside Director may, with respect to any award granted to him or her
under the Plan with respect to which an election could be made under Section 83(b) of the Code (generally to
include in his or her gross income for Federal income tax purposes in the year the award is transferred to him or
her the amounts specified in such Code section), make such election provided that (i) the terms and conditions of
such award fail to prohibit the Outside Director making such election and (3i) the Outside Director provides
written notice to the Committee of such election within ten days after he or she has filed a written notice of such
election with the Internal Revenue Service (as well as meeting all other notice and additional requirements for
such election that are required by Section 83(b) of the Code).

15.2 Prohibition on Reduction of Exercise Price. Subject to the provisions of subsection 12.1 hereof but
notwithstanding any other provision of the Plan, in no event shall the exercise price applicable to a stock option
award granted under the Plan be reduced, directly or indirectly, by an amendment to the award, by the
cancellation of the award and the granting of a new award, or by any other means unless such reduction is
approved by CBI's shareholders (with such approval meeting the same conditions as are described in subsection
14.2 hereof as to the approval of a Plan amendment).

15.3 No Right Toe Employment as Director, Nothing contained in the Plan or any stock option granted
under the Plan shall confer on any Outside Director any right to be continued as a director of CBI or interfere in
any way with the right of CBI to terminate the Outside Director’s service as a director at any time and in the
same manner as though the Plan and any stock options granted under the Plan were not in effect.

15.4 No Advance Funding of Plan Benefits. The Plan shall not be funded and CBI shall not be required to
segregate any assets to reflect any awards granted under the Plan. Any liability of CBI to any person with respect
to any award granted under the Plan shall be based solely upon the contractual obligations that apply to such
award, and no such liability shall be deemed to be secured by any pledge of or other lien or encumbrance on any
property of CBL
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15.5 No Issuance of Common Shares Unless Securities Laws Permit Issuance. Notwithstanding any
other provision of the Plan to the contrary, in no event shall CBI be obligated to issue or deliver any Common
Shares under the Plan in connection with an award granted under the Plan unless and until CBI determines that
such issuance or delivery will not constitute a violation of the provisions of any applicable law (or regulation
issued under such law) or the rules of any securities exchange on which Common Shares are listed and will not
be subject to restrictions not generally applicable to Common Shares. In addition, with respect to any Outside
Director who is subject to the requirements of Section 16 of the Exchange Act, transactions under the Plan are
intended to comply with alt applicable requirements of Rule 16b-3. To the extent any provision of the Plan or an
award granted under the Plan or action by the Board fails to so comply, it shall be deemed to be null and void to
the extent permitied by law or deemed advisable by the Board.

15.6 Applicable Law. Except to the extent preempted by any applicable Federal law, the Plan shall be
subject to and construed in accordance with the laws of the State of Ohio.

15.7 Counterparts and Headings. The Plan may be executed in any number of counterparts, each of which
shall be deemed an original. The counterparts shall constitute one and the same instrument, which shall be
sufficiently evidenced by any one thereof. Headings used throughout the Plan are for convenience only and shall
not be given legal significance.
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PARTI

Item 1. Business
General

Cincinnati Bell Inc. (the “Company™) is a full-service local provider of data and voice communications
services and equipment and a regional provider of wireless and long distance communications services. The
Company provides telecommunications service primarily on its owned Iocal and wireless networks with a well-
regarded brand name and reputation for service. The Company has five reportable business segments: Local,
Wireless, Technology Solutions (formerly referred to as Hardware and Managed Services), Other, and
Broadband, The Broadband segment no longer has any substantive, on-going operations,

The Company’s primary businesses consist of the Local and Wireless segments, which predominately
provide voice and data telecommunications services, and the Technology Solutions segment, which provides
business technology solutions such as data center and managed services, telecommunications equipment and
information technology hardware and professional services. For the year ended December 31, 2006, these three
segments generated 97% of the Company’s 2006 consolidated revenue and operating income. In its Other
segment, the Company operates Cincinnati Bell Any Distance Inc. (“CBAD”), which provides long distance
services, Cincinnati Bell Complete Protection Inc. (“CBCP"), which provides security monitoring services and
related surveillance hardware, the Company’s public payphone business (“Public™), and Cincinnati Bell
Entertainment (“CBE"), which does not currently have operations, but intends to eventuaily offer television
programming over the internet as an alternative to cable or satetlite television service.

Although the Company operates in distinct business segments, it offers each of its operating segments’
services through common distribution channels. These channels include the Company s direct sales force, 21
Company-run retail locations, independent agents, and the Company’s service centers. For its consumers and
small business customers, the Company markets the services of its operating segments in a combined package of K

services. The most comprehensive package of services that the Company offers is the Custom Connectionss™
“Super Bundle,” comprised of a customized package of local, long distance, wireless, and digital subscriber line
(“DSL™) services on a single monthly bill and at a price that is discounted compared to the purchase price of each

service on an individual basis. As of December 31, 2006, the Company had approximately 173,000 Super Bundle J
subscribers, which represents 32% of the Company’s primary in-territory consumer access lines.

The Company is an Ohio corporation, incorporated under the laws of Ohio in 1983. Its principal executive l g“
offices are at 221 East Fourth Street, Cincinnati, Ohio 45202 (telephone number (513) 397-9900 and website ::.]
address htp://www.cincinnatibell.com). As soon as practicable after they have been electronically filed, the .
Company makes available its reports on Form 10-K, 10-Q, and 8-K (as well as all amendments to these reports), ;':—;3
free of charge, on its website at the [nvestor Relations section. J Eg

The Company files annual, quarterly and current reports, proxy statements and other information with the
Securities and Exchange Commission (the “SEC™) under the Exchange Act. These reports and other information
filed by the Company may be read and copied at the Public Reference Room of the SEC, 100 F Street N.E.,
Washington, D.C. 20549. Information may be obtained about the Public Reference Room by calling the SEC at
1-800-SEC-0330. The SEC also maintains an Internet site that contains reports, proxy statements, and other
information about issuers, like the Company, which file electronically with the SEC. The address of that site is
http./fiwww.sec.gov.

Local

The Local segment provides local voice, data, and other telephone services. Voice services include local
service, switched access, information services, and value-added services, such as caller identification, voicemail,
call waiting, and call return. Data services include dedicated network access, Gigabit Ethernet (“Gig-E™) and
Asynchronous Transfer Mode (*“ATM™) based data transport, and DSL and dial-up Internet access. Other
services consist of inside wire installation for business enterprises and billing, clearinghouse and other ancillary
services primarily for inter-exchange (long distance) carriers. The Local segment provides these services through
the operations of Cincinnati Bell Telephone LLC (“CBT"), an Incumbent Local Exchange Carrier (“ILEC")




serving a market in southwestern Ohio, northern Kentucky and southeastern Indiana of approximately 2,400
square miles surrounding a 25-mile radius of Cincinnati, Ohio. The Company has operated its core ILEC
franchise for approximately 13( years.

In addition, the Local segment has expanded beyond its ILEC territory, particularly in Dayton and Mason,
Ohio. through a product suite of local voice/data services to business and residential customers. Effective
January 1, 2005, the Company combined all of its Locat segment operations outside of its ILEC territory into a
subsidiary of CBT, Cincinnati Bell Extended Territories LLC (“CBET"). CBET operates as a Competitive Local
Exchange Carrier (“CLEC”) and provides substantially all of its voice and data services on its own network or
through purchasing unbundled network elements (“UNE-L” or “loops™) from the incumbent local carrier. The
Local segment links the ILEC and CLEC territories through its Synchronous Optical Fiber Network (“SONET”),
which provides route diversity via two separate paths.

CBT provides voice and related value added services over a 100% digital, circuit switch-based network to
end users via lines of access and has deployed DSL capable electronics throughout its territory, allowing itto
offer DSL services to over 90% of its in-territory primary consumer access lines for this service. CBT’s network
also includes the use of fiber-optic cable, with SONET rings linking Cincinnati’s downtown with other area
business centers. These SONET rings offer increased reliability and redundancy to CBT’s major business
customers. CBT also has an extensive business-oriented data network, offering native speed Ethernet services
over an interlaced ATM — Gig-E backbone network, delivered to end users via high-capacity circuits.

CBT had approximately 887,000 network access lines, primarily located in Ohio and Kentucky, in service
on December 31, 2006, which is a 5% and 9% reduction in cdmparison to 931,000 and 970,000 access lines in
service at December 31, 2005 and 2004, respectively. Despite the decline in access lines, the Company has been
able to nearly offset the effect of these losses on revenue by increasing DSL penetration to existing access line
customers and by increasing the sale of high capacity data circuits. . :

In 2004, CBT increased the speed of its existing DSL service to compete with its primary high-speed
internet competitors. The Company believes that the improvement in speed and marketing of this service in
combination with local voice, long distance and wireless services, have helped its DSL subscriber base to
increase to 198,000 as of December 31, 2006, a 22% and 51% increase in comparison to 162,500 and 131,000
subscribers at December 31, 2005 and 2004, respectively. CBT’s in-territory primary consumer penetration of’
DSL service was 34% of addressable lines at the end of 2006, an increase of 8 percentage points comipared to the
end of 2005.

CBT operates the National Payphone Clearinghouse (“NPC”) in an agency function, facilitating payments
from inter-exchange carriers to payphone service providers (“PSPs”) relating to the compensation due to PSPs for
originating access code calls, subscriber 800 calls, and other toll fee and qualifying calls pursuant to the rules of the
Federal Communications Commission (“FCC”) and state regulatory agencies. As the NPC agent, CBT does not take
title to any funds to be paid to the PSPs, nor does CBT accept liability for the payments owed to the PSPs.

The Locat segment produced $747.3 million, $755.6 million, and $761.7 million, or 59%, 62%, and 63%, of
consolidated revenue in 2006, 2005, and 2004, respectively. The Local segment produced consolidated operating
income of $266.0 million, $276.1 million, and $279.1 million in 2006, 2005, and 2004, respectively,

Wireless

The Wireless segment provides advanced digital voice and data communications services through the
operation of a Global System for Mobile Communications (“GSM”)General Packet Radio Service (“GPRS"™)
wireless network in a licensed service territory, which comprises Cincinnati and Dayton, Ohio and areas of
northern Kentucky and southeastern Indiana and includes a population of approximately 3.3 million. As of
December 31, 2006, the segment served approximately 528,000 subscribers, which represents 16% of the
population. Of its total subscribers, 366,000 were postpaid subscribers, who are billed monthly in arrears, and
162,000 were prepaid i-wireless$™ subscribers, who purchase service in advance. Unique calling plans, such as
the “Unlimited Everyday Calling Plan” to any Cincinnati Bell local voice, wireless or business customers
differentiate Cincinnati Bell Wireless LLC (“CBW™) in the market. The segment also sells wireless handset
devices and related accessories 1o support its service business. The segment also sells services to other wireless
carriers for their customers to access voice and data services on CBW's network through roaming agreements as
well as through the lease of unoccupied space on its Company-owned towers. )
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CBW began operations in 1998 as a joint venture with AT&T PCS LLC (“AWE™). The Company owned
80.1% of CBW, and AWE, which has been subsequently acquired by Cingular Wireless Corporation LLLC
(“Cingular™), owned the remaining 19.9% of CBW. In response to Cingular’s acquisition of AWE, the Company
entered into an agreement (the “Agreement”) with Cingular on August 4, 2004 and subsequently amended it on
February 14, 2005, whereby the Company agreed to waive AWE’s prohibition against competing with CBW, and
Cingular agreed to forego certain minority rights including membership on CBW’s governing member
committee. In the Agreement, both parties agreed to new reciprocal roaming agreements, and put/call obligations
for the sale/purchase of the 19.9% of CBW owned by AWE. On February 14, 2006, the Company purchased
Cinguiar’s 19.9% membership interest in CBW for $83.2 million. As a result, the Company recognized minority
interest through the date of this purchase, but no CBW minority interest was recorded after this date since CBW
is now a wholly-owned subsidiary. The Company funded the purchase with borrowings from its bank credit
facility. Refer to Note 5 to the Consolidated Financial Statements.

CBW operates a digital wireless network, which is comprised of centralized switching and messaging
equipment connected to approximately 410 towers utilizing 30 MHz of wireless spectrum in each of the
Cincinnati and Dayton Basic Trading Areas (“BTA™). The Company owns the licenses to 30 MHz of spectrum in
Cincinnati and 20 MHz of spectrum in Dayton, and leases an additional 10 MHz license owned by Cingular in
the Dayton BTA. The lease for the Dayton spectrum, which was used for the Time Divisional Multiple Access
(“TDMA”) network, expires in April 2007. The Company does not expect to renew this spectrum, which it no
longer requires, as the Company no longer operates its TDMA network.

In the fourth quarter of 2006, the Company purchased an additional 20 MHz of advanced wireless spectrum
for the Cincinnati and Dayton, Ohio regions in the Advanced Wireless Services (“AWS”) spectrum auction
conducted by the FCC. To satisfy increasing demand for existing voice minutes of use by customers as well as to
provide enhanced data services such as streaming video, the Company intends to construct a third generation
(**3G”) network and deploy it on the newly purchased AWS spectrum. The Company expects to spend
approximately $30 million in 2007 to construct the 3G network so that it will be operational in 2008. In addition,
the Company also purchased advanced wireless spectrum outside of its traditional operating area, most notably
10 MHz for the Indianapolis, Indiana region. The Company is considering its options with respect to the
Indianapolis spectrum, which include expansion of its wireless operations into this area or lease of the spectrum
to another wireless provider. The Company spent $37.1 million on these spectrum purchases in 2006.

From October 2003 through June 2006, CBW operated two separate networks, TDMA and GSM. In the first
quarter of 2005, CBW upgraded GPRS to enhanced data rates for GSM evolution (“EDGE”), which provides up
to three times the capacity of GPRS. TDMA was CBW’s legacy technology, which it discontinued in June 2006.
In addition to the voice and short message data services that TDMA could provide, GPRS and EDGE technology
provide enhanced wireless data communication services, such as mobile web browsing, Internet access, email
and picture messaging.

The Wireless segment contributed $262.0 million, $237.5 million, and $261.7 million. or 21%, 20%, and
22% of consolidated revenue in 2006, 2005, and 2004, respectively. The Wireless segment produced operating
income of $20.2 million in 2006 and operating losses of $51.7 million and $1.4 million in 2005 and 2004,
respectively. Included in the 2005 operating loss are impairment charges related to the TDMA network assets
totaling $42.3 million and depreciation of the TDMA assets totaling $36.5 million. Included in the 2004
operating loss are impairment charges of $5.9 million to write-down certain TDMA assets and intangible assets
and $39.7 million related to depreciation of the TDMA assets.

T

Postpaid subscriber service generated approximately 71% of 2006 segment revenue. A variety of rate plans
are available to postpaid subscribers, and these plans typically include a fixed number of national minutes, an
unlimited number of mobile-to-mobile (calls to and from other CBW subscribers), an unlimited number of calls
to and from a CBT access line, or local minutes for a flat monthly rate. For plans with a fixed number of minutes,
postpaid subscribers can purchase additional minutes at a per-minute-of-use rate. Prepaid i-wirelessSM
subscribers, who accounted for 16% of 2006 revenue, can purchase minutes at a per-minute-of-use rate,
unlimited minutes for mobile-to-mobile or off-peak calls for a flat, per day fee, or unlimited usage for a flat
monthly fee. Revenue from other wireless service providers for the purchase of roaming minutes for the carrier’s
own subscribers using minutes on CBW’s network, collocation revenue (rent received for the placement of other




carriers' radios on CBW towers), and reciprocal compensation for other carriers’ subscribers who terminate calls
on CBW’s carrier’s network accounted for approximately 3% of total 2006 segment revenue.

Sales of handsets and accessories genefated the remaining 10% of 2006 segment revenue. CBW sells
handsets and accessories, often below its own purchase cost, to promote acquisition and retention of subscribers.
Sales take place at the Company'’s retail stores, on the Company’s website and in the retail stores of major
electronic and other retailers pursuant to agency agreements. Equipment sales are seasonal in nature, as
customers often purchase handsets and accessories as gifts during the holiday season in the Company’s fourth
quarter. CBW purchases handsets and accessories from a variety of manufacturers and maintains an inventory (o
support sales.

Technology Solutions

The Technology Solutions segment provides outsourced telecommunications and IT solutions through the
Company’s subsidiary, Cincinnati Bell Technology Solutions Inc. (“CBTS™), in multiple states. Technology
Solutions sells products to customers in three separate product lines: telecom and IT equipment distribution, data
center and managed services, and professional services. Technology Solutions provides a range of fully managed
and outsourced IT and telecommunications services. Technology Solutions offers business customers solutions
that combine data center collocation services along with the sale, installation and maintenance, and the on-going
network management of branded telecommunications and IT hardware from high quality manufacturers. The
Company believes that these services reduce cost and risk while oplimizing performance for its customers.

The telecom and IT equipment distribution product line is the value-added reseller operation of Technology
Solutions. With years of experience and dominant local market penetration, it maintains relationships with over
ten branded technology vendors, which allows it to offer a wide array of telecommunications and computer
equipment and operating systems to meet the needs of small to large businesses. This unit also manages the
implementation and maintenance of traditional voice as well as converged Voice over Internet Protocol (“VoIP™)
services.

The data center and managed services product line currently operates five data centers, totaling
approximately 91,000 square feet of billable data center capacity, a network operations center that provides
off-site infrastructure monitoring, and a wide array of I'T infrastructure management products including network
management, electronic data storage, disaster recovery, and data security management. Data center services
include 24-hour monitoring of the customer’s computer equipment in the data center, power, and environmental
controls. Tts data centers are connected with one another through fully redundant facilities including both CBT"s
telecommunications network and CBTS' dedicated Dense Wave Division Multiplexing optical network. This
connectivity and the geographical dispersion of the data centers provide enhanced data reliability and disaster
recovery.

The CBTS model combines data center collocation services with value-added IT managed services into a
fully managed and outsourced infrastructure service. Data center customer contracts typically range from three to
ten years in length and produce attractive returns on invested capital. The Company intends to continue to pursue
additional customers and growth specific to its data center business, for which the Company is prepared to
commit resources, including capital expenditures and working capital, to support this growth.

The professional services product line provides IT outsourcing through staff augmentation and professional
IT consulting by highly technical, certified employees. These engagements can be short-term IT implementation
and project-based work as well as longer term staffing and permanent placement assignments. CBTS utilizes a
team of experienced recruiting and hiring personnel to provide its customers a wide range of skilled IT
professionals at competitive hourly rates. )

In May 2006. the Company purchased Automated Telecom Inc. (“ATI™) for a purchase price of $3.5 million
to expand its geographical presence in order to better serve its customers located outside of the greater Cincinnati
area. ATI is based in Louisville, Kentucky, with offices also located in Grand Rapids, Michigan, and S1. Louis,
Missouri. ATI is a reseller of, and maintenance provider for, telephony equipment.




The Technology Solutions segment produced total revenue of $216.6 million, $172.7 million, and $134.7
million and constituted approximately 17%, 14%, and 11% of consolidated revenue in 2006, 2005, and 2004,
respectively. The Technology Solutions segment produced operating income of $15.8 million. $13.4 million, and
$12.7 million in 2006, 2005. and 2004, respectively.

Other

The Other segment produced revenue of $79.0 million, $77.7 million, and $78.6 million in 2006, 2005. and
2004, respectively, constituting approximately 6%, 6%, and 7% of consolidated revenue in 2006, 2005, and
2004, respectively. The Other segment produced operating income of $25.8 million, $26.6 million, and $18.0
million in 2006, 2005, and 2004, respectively. The Other segment combines the results of the following
operations:

Cincinnati Bell Any Distance

CBAD provides long distance, audio conferencing, and VolP services to businesses and residential
customers in the Greater Cincinnati and Dayton, Ohio areas. Residential customers can choose from a variety of
long distance plans, which include unlimited long distance for a flat fee, purchase minutes at a per-minute-of-use
rate or a fixed number of minutes for a flat fee. Business customers can choose from a variety of services, which
include audio conferencing, dedicated access, and, starting in 2006, VoIP. At December 31, 2006, CBAD had
approximately 552,000 subscribers, consisting of 395,000 residential and 157.000 business, compared to 564,000
and 562,000 long distance subscribers at December 31, 2005 and 2004, respectively. The decrease in subscribers
from 2005 was related (o a 4% decline in residential subscribers. consistent with the CBT access line loss,
partially offset by a 4% increase in business subscribers. In 2006, CBAD produced $72.5 million in revenue for
the Other segment, representing approximately 6% of consolidated revenue, compared to $70.2 million or 6% of
consolidated revenuc in 2005, and $64.1 miilion or 5% of consolidated revenue in 2004,

Cincinnati Bell Complete Protection Inc.

CBCP provides surveillance hardware and monitoring services to residential and business customers in the
Greater Cincinnati area. At December 31, 2006, CBCP had approximately 8,600 monitoring subscribers in
comparison to 7.000 monitoring subscribers at December 31, 2005 and 2004. CBCP produced $3.6 miltion, $2.9
million, and $3.9 mitlion in revenue in 2006, 2005, and 2004, respectively, for the Other segment. At the end of
2004, CBCP discontinued sales of surveillance equipment to business customers who did not also have an
on-going monitoring service relationship. These sales comprised approximately $2.0 million of CBCP’s 2004
revenue; however, discontinuing these sales did not significantly reduce the segment’s operating income.

Public Payphone Business

Public provides public payphone services primarily within the geographic area of the Local segment, Public
had approximately 2,900, 3,700, and 4,600 stations in service as of December 3 1, 2006, 2005, and 2004,
respectively, and generated approximately $2.9 million, $4.5 million, and $10.6 million in revenue in 2006, 2005,
and 2004, respectively, or less than 1% of consolidated revenue in each year. The revenue decrease results
primarily from wircless substitution as usage of payphones continues to decrease in favor of wireless products
and a targeted reduction in unprofitable lines. In the fourth quarter of 2004, the Company also sold its payphone
assets located at correctional institutions and those outside of the Company’s operating area for $1.4 million. The
out-of-territory assets sold contributed approximately $2.6 million to the segment’s total revenue in 2004 with
only marginal contribution to the segment’s operating income.

Cincinnati Bell Entertainment

CBE was created in 2005 but does not have operations currently. It intends to eventually offer television
programming over the internet as an aliernative to cable or satellite television service. The Company is reviewing
the rapidly evolving technologies involved with the internet protocol television (“IPTV"™) product, and, while the
Company intends to eventually provide this service to customers in jts operating areas, it has not had any
revenues to date and does not expect any revenues to be associated with this product in 2007. Operating
expenses, consisting mainly of labor costs, were $0.5 million in 2006 and $0.7 million in 2005.
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Broadband

The Company sold substantially all its broadband assets in 2003, which were reported in the Broadband
segment. The Broadband segment no longer has any substantive, on-going operations. The Broadband segment
previously provided data and voice communications services nationwide over 18,700 route miles of fiber-optic
transmission facilities. Operating income in 2006 of $10.4 million consisted of a $4.7 million gain on sale of
broadband fiber assets, $3.6 million of income from the sale of a bankruptcy claim receivable, and $2.9 million
of income due to the expiration of certain warranties and indemnities established at the time the broadband assets
were sold. partially offset by restructuring and legal expenses. Operating income of $12.3 million and $10.7
million in 2005 and 2004 was primarily due to the adjustment of liabilities not assumed by the buyer and, in
2004. also results from the expiration of certain indemnities to the buyer.

Employees

At February 16, 2007, the Company had approximately 2,950 employees. CBT had approximately t,350
employees covered under a collective bargaining agreement with the Communications Workers of America,
which is affiliated with the AFL-C10. This collective bargaining agreement expires in May 2008.

Business Segnent Information

The amount of revenue, intersegment revenue, operating income (loss), expenditures for long-lived assets,
and depreciation and amortization attributable to each of the Company’s business segments for 2006, 2005, and
2004. and assets as of December 31, 2006 and 2005, is set forth in Note 15 to the Consolidated Financial
Statements.

Item 1A. Risk Factors

The Company’s substantial debt could limit its ability to fund operations, expose it to interest rate volatility,
limit its ability to raise additional capital and have a material adverse effect on its ability to fulfill its
obligations and on its business and prospects generally.

The Company has a substantial amount of debt and has significant debt service obligations. As of
December 31, 2006, the Company and its subsidiaries had outstanding indebtedness of $2.1 billion, on which it
incurred $162.1 million of interest expense in 2006, and had total shareowners’ deficit of $791.6 million. In
addition. the Company had the ability to borrow additional amounts under its revolving credit facility totaling
approximately $245.2 million. subject to compliance with certain conditions. The Company may incur additional
debt from time to time. stbject to the restrictions contained in its credit facilities and other debt instruments.

The Company’s substantial debt could have important consequences, including the following:

» the Company will be required to use a substantial portion of its cash flow from operations to pay principal
and interest on its debt, thereby reducing the availability of cash flow to fund working capital, capital
expenditures, strategic acquisitions, investments and alliances, and other general corporate requirements:

« the Company’s interest expense could increase if interest rates, in general, increase because approximately
40% of the Company's indebtedness is based on variable interest rates;

« the Company’s substantial debt will increase its vulnerability to general economic downturns and adverse
competitive and industry conditions and could place the Company at a competitive disadvantage
compared to those of its competitors that are less leveraged;

* the Company's debt service obligations could limit its flexibility to plan for, or react to, changes in its
business and the industry in which it operates;

* the Company’s level of debt and shareowners’ deficit may restrict it from raising additional financing on
satisfactory terms to fund working capital, capital expenditures, strategic acquisitions, investments and
joint ventures and other general corporate requirements; and

* a potential failure to comply with the financial and other restrictive covenants in the Company's debt
instruments, which, among other things. require it to maintain specified financial ratios could, if not cured
or waived, have a material adverse effect on the Company’s ability to fulfill its obligations and on its
business und prospects generally. :




The servicing of the Company’s indebtedness requires a significant amount of cash, and its ability to generate
cash depends on many factors beyond its control.

The Company’s ability to generate cash is subject to general economic, financial, competitive, legislative,
regulatory, and other factors, many of which are beyond its control. The Company cannot provide assurance that
its business will generate sufficient cash flow from operations, that additional sources of debt financing will be
available or that future borrowings will be available under its credit facilities, in each case, in amounts sufficient
to enable the Company to service its indebtedness, or to fund other liquidity needs. If the Company cannot
service its indebtedness, it will have to take actions such as reducing or delaying capital expenditures. strategic
acquisitions, investments and joint ventures, selling assets, restructuring or refinancing indebledness, or seeking
additional equity capital, which may adversely affect its customers and affect their willingness to remain
customers. The Company cannot provide assurance that any of these remedies could, if necessary, be reached on
commercially reasonable terms, or at all. In addition, the terms of existing or future debt instruments may restrict
the Company from adopling any of these alternatives,

The Company depends on the receipt of dividends or other intercompany transfers from its subsidiaries.

Certain of the Company’s material subsidiaries are subject to regulatory authority that may potentially limit
the ability of a subsidiary to distribute funds or assets to the Company. If the Company’s subsidiaries were to be
prohibited from paying dividends or making distributions to Cincinnati Bell Inc. (“the Parent Company™), the
Parent Company may not be able to make the scheduled interest and principal repayments on its $1.8 billion of
debt. This would have a material adverse effect on the Company’s liquidity and the trading price of the
Cincinnati Bell common stock, preferred stock, and debt instruments.

The Company’s creditors and preferred stockholders have claims that are superior to claims of the holders
of Cincinnati Bell common stock. Accordingly, in the event of the Company’s dissolution, bankruptcy,
liquidation, or reorganization, payment is first made on the claims of creditors of the Company and its
subsidiaries, then preferred stockholders and, finally, if amounts are available, to holders of Cincinnati Bell
common stock.

The Company depends on its credit facilities to provide for its financing requirements in excess of amounts
generated by operations.

The Company depends on its credit facilities to provide for temporary financing requirements in excess of
amounts generated by operations. As of December 31, 2006, the Company had no outstanding borrowings under
its revolving credit facility and had outstanding letters of credit totaling $4.8 million, leaving $245.2 million in
additional borrowing availability under its $250 million revolving credit facility. The ability to borrow from the
credit facilities is predicated on the Company’s and its subsidiaries’ compliance with covenants. Failure to satisfy
these covenants would constrain or prohibit its ability to borrow under the credit facilities. As of December 31.
2006, the Company was in compliance with all of the covenants of its credit facilities.

The credit facilities and other indebtedness impose significant restrictions on the Company.

The Company’s debt instruments impose, and the terms of any future debt may impaose, operating and other
restrictions on the Company. These restrictions affect, and in many respects limit or prohibit, among other things,
the Company’s and its subsidiaries’ ability to:

* incur additional indebtedness;

* create liens;

* make investments;

* enter into transactions with affiliates;
* sell assets;

* guarantee indebtedness;

* declare or pay dividends or other distributions to shareholders:
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repurchase equity interests;

redeem debt that is junior in right of payment to such indebtedness;
* enter into agreements that restrict dividends or other payments from subsidiaries;
* issue or sell capital stock of certain of its subsidiaries; and

» consolidate, merge, or transfer all or substantially all of its assets and the assets of its subsidiaries on a
consolidated basis.

In addition, the Company’s credit facilities and debt instruments include restrictive covenants that may
materially limit the Company’s ability to prepay debt and preferred stock. The agreements governing the credit
facilities also require the Company to achieve and maintain compliance with specified financial ratios.

The restrictions contained in the terms of the credit facilities and its other debt instruments could:

* {imit the Company’s ability to plan for or react to market conditions or meet capital needs or otherwise
restrict the Company’s activities or business plans; and

* adversely affect the Company’s ability to finance its operations, strategic acquisitions, investments or
alliances. or other capital needs, or to engage in other business activities that would be in its interest.

A breach of any of these restrictive covenants or the Company's inability to comply with the required
financial ratios would result in a default under some or all of the debt agreements. During the occurrence and
continuance of a default, lenders may elect to declare all outstanding borrowings, together with accrued interest
and other fees. to be immediately due and payable. Additionally, under the credit facilities, the lenders may elect
not to provide toans until such default is cured or waived. The Company’s debt instruments also contain €ross-
acceleration provisions, which generally cause each instrument to demand early repayment of outstanding
principal and related interest upon a qualifying acceleration of any other debt instrument.

The Company’s future cash flows could be adversely affected if it is unable to realize fully its deferred tax
assets.

As of December 31, 2006, the Company had a net deferred tax asset of $694.7 million, which includes U.S,
federal net operating loss carryforwards of approximately $559.4 million, alternative minimum tax credit
carryforwards of $6.7 million, state and local net operating loss carryforwards of approximately $155.3 million,
deferred tax temporary differences and other tax attributes of $124.0 million, offset by valuation allowances of
$150.7 million. The valuation allowances have been provided against certain state and local net operating losses
and other deferred assets due to the uncertainty of the Company's ability to utilize the assets within the statutory
expiration period. For more information concerning the Company’s net operating loss carryforwards, deferred
tax assets, and valuation allowance, see Note 13 to the Consolidated Financial Statements. The use of the
Company's deferred tax assets enable it to satisfy current and future tax liabilities without the use of the
Company’s cash resources. If the Company is unable for any reason to fully realize its deferred tax assets. its
business and future cash flows could be adversely affected.

The Company operates in highly competitive industries and its customers may not continue to purchase
services, which could result in reduced revenue and loss of market share.

The telecommunications industry is very competitive. Competitors may reduce pricing, create new bundled
offerings, or develop new technologies, products, or services. If the Company cannot continue to offer reliable,
competitively priced, value-added services, or if the Company does not keep pace with technological advances,
competitive forces could adversely affect it through a loss of market share or a decrease in revenue and profit
margins. The Company has lost, and will likely continue to lose, access lines as a part of its customer base
utilizes service of competitive wireline or wireless providers in lieu of the Company’s local wireline service,

CBT faces competition from other local exchange carriers, wireless service providers, inter-exchange
carriers. and cable. broadband, and Internet service providers. The Company believes CBT could face greater
competition as new facilities-based service providers with existing service relationships with CBT’s customers
compete more aggressively and focus greater resources on the Greater Cincinnati operating area. In June 2004,
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Time Warner Cable began offering VoIP and long distance services in Cincinnati and Dayton. In July 2004, both
AT&T and Verizon began offering VolIP and long distance service in Cincinnati and Dayton, Also. in July 2004,
the local gas and electric supplier began offering high-speed Internet access over electrical lines 10 customers in
limited neighborhoods of CBT's operating area. Insight Cable, which provides cable service in the northern
Kentucky portion of the Company’s ILEC territory, has begun to offer VoIP and leng distance services in 2007. 1
If the Company is unable to effectively implement strategies to retain access lines, the Company’s traditional
telephone business will be adversely affected.

CBW competes against national, well-funded wireless service providers in the Cincinnati and/or Dayton,
Ohio metropolitan market areas. including Cingular, Sprint Nextel, T-Mobile, Verizon, and Leap. In addition,
Time Warner Cable entered into a joint venture with Sprint Nextel to explore offering wireless services. This
joint venture purchased spectrum licenses in 2006 during the AWS spectrum auction conducted by the FCC. The
Company anticipates that continued competition could compress its margins for wireless products and services as
carriers continue to offer more minutes for equivalent or lower service fees because CBW cannot offer more
minutes without incremental capital expenditures and operating costs. CBW’s ability to compete will depend, in
part, on its ability to anticipate and respond to various competitive factors affecting the telecommunications
industry.

Furthermore, as evidenced by Cinguiar’s acquisition of AWE, and the merger of Sprint and Nextel, there
has been a trend in the wireless communications industry towards consolidation through joint ventures,
reorganizations, and acquisitions. The Company expects this consolidation trend to lead to larger competitors
with greater resources and more service offerings than CBW. In addition, wireless subscribers are permitted to
retain their wireless phone numbers when changing to another wireless carrier within the same geographic area.
The Company generally does not enter into long-term contracts with its wireless subscribers. and. therefore, this
portability could have a significant adverse affect on the Company. The Company also believes that these
wireless competitors and, in particular, companies that offer unlimited wireless service plans for a flat monthly
fee are a cause of CBT's access line loss.

The Company’s other subsidiaries operate in a largely local or regional area, and each of these subsidiaries
faces significant competition. CBTS competes against numerous other information technology consulting,
web-hosting, data center and computer system integration companies, many of which are larger, national in
scope, and better financed. CBAD competitors include large national long-distance carriers, such as AT&T,
Verizon, Sprint, and emerging VolIP providers, and wireless providers that offer plans with no additional fees for
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long distance. CBCP competes against national companies, such as ADT, and against local providers. Public ' o
competes with several other public payphone providers, some of which are national in scope and offer lower ox
prices for coin-based local calling services. Public has also continued to be adversely impacted by the growing | L'Jf
popularity of wireless communications. : @:
. . \ N . o

The effect of the foregoing competition on any of the Company’s subsidiaries could have a material adverse P

|
|
impact on its businesses, financial condition, results of operations, and cash flows. This could result in increased l

reliance on borrowed funds and could impact the Company’s ability to maintain its wireline and wireless
networks,

Maintaining the Company’s networks requires significant capital expenditures and its inability or failure to
maintain its networks would have a material impact on its market share and ability to generate revenue.

During the year ended December 31, 2006, capital expenditures totaled $151.3 million. The Company
expects to spend approximately 19% of 2007 revenue on capital expenditures including approximately 8% of
revenue in order to construct a 3G network for its wireless business and additional data center facilities. Many of
the Company’s wireless competitors have already implemented a 3G network, which allow customers access 1o
enhanced data services, such as streaming video. The Company plans to construct and deploy its 3G network
over the next two years. The Company currently operates five data centers and any further data center expansion
will involve significant capital expenditures for data center construction. The Company also purchased 10MHz of
spectrum in the Indianapolis area in 2006. The Company is considering its options with respect to the
Indianapolis spectrum, which include expansion of its wireless operations into this area, which would require
signiftcant capital expenditures, or lease of the spectrum to another wireless provider, The Company may also
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incur significant additional capital expenditures as a result of unanticipated developments, regulatory changes,
and other events that impact the business. If the Company is unable or fails to adequately maintain or expand its
networks to meet customer needs, there could be a material adverse impact on the Company’s market share and
its ability 10 generate revenue.

Maintenance of CBW’s wireless network, growth in the wireless business, or the addition of new wireless
products and services may require CBW to obtain additional spectrum, and transmitting sites which may not
be available or be available only on less than favorable terms.

For its GSM network, CBW uses spectrum licensed to the Company. In 2006, the Company acquired
additional spectrum licenses, primarily for its current operating territory and Indianapolis. Introduction of new
wireless products and services. as well as maintenance of the existing wireless business, may require CBW to
obtain additional spectrum, either to supplement or to replace the existing spectrum. Furthermore, the Company
network depends upon the deployment of radio frequency equipment on towers and atop of buildings. The
Company both owns and leases spaces on these towers and buildings and typically leases underlying land. There
can be no assurance that spectrum or the appropriate transmitting locations will be availabie to CBW or will be
available on commercially favorable terms. Failure to obtain or to retain any needed spectrum or transmitting
locations could have a materially adverse impact on the wireless business as a whole, the quality of the wireless
networks, and the ability to offer new competitive products and services.

The regulation of the Company’s businesses by federal and state authorities may, among other things, place
the Company at a competitive disadvantage, restrict its ability to price its products and services, and threaten
its operating licenses.

Several of the Company's subsidiaries are subject to regulatary oversight of varying degrees at both the
state and federal levels, which may differ from the regulatory scrutiny faced by the Company’s competitors. A
significant portion of CBT’s revenue is derived from pricing plans that require regulatory overview and approval.
Different interpretations by regulatory bodies may result in adjustments to revenue in future periods. In recent
years, these regulated pricing plans have required CBT to decrease or fix the rates it charges for some services
while its compelition has typically been able to set rates for its services with limited restriction. In the future,
regulatory initiatives that would put CBT ata competitive disadvantage or mandate lower rates for its services
could result in lower profitability and cash flow for the Company. In addition, different regulatory interpretations
of existing regulations or guidelines may affect the Company's revenues and expenses in future periods.

At the federal level, CBT is subject to the Telecommunications Act of 1996, including the rules
subsequently adopted by the FCC to implement the 1996 Act, which has impacted CBT’s in-territory local
exchange operations in the form of greater competition. At the state level, CBT conducts local exchange
operations in portions of Ohio, Kentucky, and Indiana, and, consequently, is subject to regulation by the Public
Utilities Commissions in those states. Various regulatory decisions or initiatives at the federal or state level may
from time to time have a negative impact on CBT’s ability to compete in its markets.

CBW’s FCC licenses to provide wireless services are subject to renewal and revocation. Although the FCC
has routinely renewed wireless licenses in the past, the Company cannot be assured that challenges will not be
brought against those licenses in the future. Revocation or non-renewal of CBW’s licenses could result in a
cessation of CBW’s operations and consequently lower operating results and cash flow for the Company.

There are currently many regulatory actions under way and being contemplated by federal and state
authorities regarding issues that could result in significant changes to the business conditions in the
telecommunications industry. For example, in 2006, the FCC opened a proceeding to consider creating new rules
for the protection of customer proprietary network information (“CPNI”) and subsequently directed various
providers, including the Company, to provide documentation with respect to safeguarding CPNI. No assurance
can be given that any regulatory activity with respect 1o CPNI will not have a material adverse impact on the
Company. Also, no assurance can be given that changes in current or future regulations adopted by the FCC or
state regulators, or other legislative, administrative, or judicial initiatives relating to the telecommunications
industry, will not have a material adverse effect on the Company’s business, financial condition, results of
operations, and cash flows.
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Future declines in the fair value of our wireless licenses could result in future impairment charges.

The market values of wireless licenses have varied dramatically over the last several years, and may vary
significantly in the future. In particular, valuation swings could occur if:

¢ Consolidation in the wireless industry allows or requires carriers to sell significant portions of their
wireless spectrum holdings:

* A sudden large sale of spectrum by one or more wireless providers occurs; or
* Market prices decline as a result of the sales prices in recent and upcoming FCC auctions.

In addition, the price of wireless licenses could decline as a result of the FCC’s pursuit of policies designed
to increase the number of wireless licenses available in each of the Company’s markets. For example, the FCC
auctioned an additional 90 MHz of spectrum in the 1700 MHz to 2100 MHz band in the Advanced Wireless
Services spectrum auction in 2006 and has announced the auctions of additional spectrum in the bands currently
used by wireless providers. If the market value of wireless licenses were to decline significantly, the value of our
wireless licenses could be subject to non-cash impairment charges.

The Company reviews potential impairments to indefinite-lived intangible assets, including wireless
licenses and trademarks, annually and when there is evidence that events or changes in circumstances indicate
that an impairment condition may exist. A significant impairment loss, most likely resulting from reduced cash
fiow, could have a material adverse effect on the Company’s operating income and on the carrying value of the
wireless licenses on the balance sheet.

Failure to anticipate the needs for and introduce new products and services or to compete with new
technologies may compromise the Company’s success in the telecommunications industry.

The Company’s success depends, in part, on being able to anticipate the needs of current and future
enterprise, carrier, and residential customers. The Company seeks to meet these needs through new product
introductions, service quality, and technological superiority. The Company has implemented GSM technology
for wireless communications and works with vendors to ensure the newest handsets and accessories are available
to its customers. New products and services are important to the Company’s success as its industry is
technologically driven, such that new technologies can offer alternatives to the Company’s existing services. The |
development of new technologies could accelerate the Company’s loss of access lines and have a material [
adverse effect on the Company's business, financial condition, results of operations, and cash flows. ‘
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Terrorist attacks and other acts of violence or war may effect the financial markets and the Company’s
business, financial condition, results of operations, and cash flows.
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assurance that there will not be further terrorist attacks against the United States of America, U.S. businesses or

armed conflict involving the United States of America. Further terrorist attacks or other acts of violence or war

may directly impact the Company’s physical facilities or those of its customers and vendors. These events could ‘
cause consumer confidence and spending to decrease or result in increased volatility in the United States and \
world financial markets and economy. They could result in an economic recession in the United States or abroad.

Any of these occurrences could have a material adverse impact on the Company’s business, financial condition,

results of operations, and cash flows.

Terrorist attacks may negatively effect the Company’s operations and financial condition. There can be no i

The Company could incur significant costs resulting from complying with, or potential violations of,
environmental, health, and human safety laws.

The Company’s operations are subject to laws and regulations relating to the protection of the environment.
health, and human safety, including those governing the management and disposal of, and exposure to, hazardous
materials and the cleaaup of contamination, and the emission of radio frequency. While the Company believes its
operations are in substantial compliance with environmental, health, and human safety laws and regulations, as
an owner or operator of property, and in connection with the current and historical use of hazardous materials and
other operations at our sites, the Company could incur significant costs resulting from complying with or
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violations of such laws. the imposition of cleanup obligations. and third-party suits. For instance, a number of the
Company’s sites formerly contained underground storage tanks for the storage of used oil and fuel for back-up
generators and vehicles. In addition, a few sites currently contain underground tanks for back-up generators, and
many of the Company's sites have aboveground tanks for similar purposes.

The Company generates a substantial portion of its revenue by serving a limited geographic area.

The Company generates a substantial portion of its revenue by serving customers in the Greater Cincinnati
and Dayton, Ohio areas. An economic downturn or natural disaster occurring in this limited operating territory
could have a disproportionate effect on the Company’s business, financial condition, results of operations, and
cash flows compared to similar companies of a national scope and similar companies operating in different
geographic areas.

Third parties may claim that the Company is infringing upon their intellectual property, and the Company
could suffer significant litigation or licensing expenses or be prevented from selling products.

Although the Company does not believe that any of its products or services infringes upon the valid
intellectual property rights of third parties, the Company may be unaware of intellectual property rights of others
that may cover some of its technology, products or services. Any litigation growing out of third-party patents or
other intellectual property claims could be costly and time-consuming and could divert the Company’s
management and key personnel from the business operations. The complexity of the technology involved and the
uncertainty of intellectual property litigation increase these risks. Resolution of claims of intellectual property
infringement might also require the Company to enter into costly license agreements. Likewise, the Company
may not be able to obtain license agreements on acceptable terms. The Company also may be subject to
significant damages or injunctions against development and sale of certain of its products. Further, the Company
often relies on licenses of third-party intellectual property useful for its businesses. The Company cannot ensure
that these licenses will be available in the future on favorable terms or at ail.

Third parties may infringe the Company’s intellectual property, and the Company may expend significant
resources enforcing its rights or suffer competitive injury.

The Company’s success depends in significant part on the competitive advantage it gains from its
proprietary technology and other valuable intellectual property assets, The Company relies on a combination of
patents, copyrights, trademarks and trade secrets protections, confidentiality provisions and licensing
arrangements to establish and protect its intellectual property rights. If the Company fails to successfully enforce
its intellectual property rights, its competitive position could suffer, which could harm its operating results.

The Company’s pending patent and trademark registration applications may not be allowed. or competitors
may challenge the validity or scope of its patents, copyrights or trademarks. Further, the Company may be
required (o spend significant resources to monitor and police its intellectual property rights. The Company may
not be able to detect third-party infringements and its competitive position may be harmed before the Company
does so. In addition, competitors may design around the Company’s technology or develop competing
technologies. Furthermore, some intellectual property rights are licensed to other companies, allowing them to
compete with the Company using that intellectual property.

Uncertainty in the U.S. securities markets and adverse medical cost trends could cause the Company’s pension
and postretirement costs to increase.

The Company's pension and postretirement costs have increased in recent ycars, primarily due to a
continued increase in medical and prescription drug costs. Investment returns of the Company’s pension funds
depend largely on trends in the U.S. securities markets and the U.S. economy in general. Inparticular,
uncertainty in the U.S. securities markets and U.S. economy could result in investment retums less than those
previously assumed and a decline in the value of plan assets used in pension and postretirement calculations.
Should the securities markets decline and medical and prescription drug costs continue to increase significantly,
the Company would expect to face increasing annual combined net pension and postretirement costs. Refer to
Note 9 to the Consolidated Financial Statements.
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If the Company fuils to extend or renegotiate its collective bargaining agreements with its labor union when
they expire, or if its unionized employees were to engage in a strike or other work stoppage, the Company's
business and operating results could be materially harmed.

The Company is a party to collective bargaining agreements with its labor union, which represents a
significant nuinber of its employees. Although the Company believes that its relations with its employees are
satisfactory. no assurance can be given that the Company will be able (o successfully extend or renegotiate its
collective bargaining agreements when they expire. If the Company fails to extend or renegotiate its collective
bargaining agreements, if disputes with its union arise, or if its unionized workers engage in a strike or a work
stoppage, the Company could experience a significant disruption of operations or incur higher ongoing labor
costs, either of which could have a material adverse effect on the business.

Item 1B. Unresolved SEC Staff Comments

None.

Item 2. Properties

Cincinnati Bell Inc. and its subsidiaries own or maintain telecommunications facilities in three states, which
are Ohio, Kentucky, and Indiana. Principal office locations are in Cincinnati. Ohio.

The property of the Company is principally comprised of telephone plant and equipment in its local
telephone franchise area (i.e., Greater Cincinnati), and the infrastructure associated with its wireless business in
the Greater Cincinnati and Dayton, Ohio operating areas. Each of the Company’s subsidiaries maintains some .
tnvestment in furniture and office equipment, computer equipment and associated operating system software,
application system software, Ieasehold improvements. and other assets. Facilities equipment and access circuits
leased as part of an operating lease arrangement are generally expensed as equipment or services are used.

With regard to its local telephone operations, substantially all of the central office switching stations are
owned and situated on land owned by the Company. Some business and administrative offices are located in
rented facilities, some of which are recorded as capitalized leases. With regard to its wireless operations, CRW
both owns and leases the locations that house its switching and messaging equipment. It owns approximately
45% of the tower structures and leases almost all of the land upon which its towers reside. CBW leases space
primarily from other wireless carriers or tower companies for the remaining tower sites and its ground leases are
typically renewable at CBW's option with predetermined rate escalations. In addition. CBW leases 21
Company-run retail locations. CBTS operates five data centers — three owned and two leased ~ in Ohio and
Kentucky through which it provides 24-hour monitoring of the customer’s computer equipment in the data
center, power, environmental controls, and high-speed. high bandwidth point-to-point optical network
connections. Due to the acquisition of ATI in 2006, CBTS also has three leased offices located in Kentucky,
Michigan, and Missouri.

The Company's gross investment in property, plant, and equipment was $2.586.5 million and $2.509. ]

million at December 31, 2006 and 2005, respectively, and was divided among the operating segments as follows:

December 31,

2006 2005
Local ... 85.9% 87.8%
Wireless ... 11.3% 9.9%
Technology Solutions .......... .. ... ... ... ... . ... . ... .. ... 2.1% 1.5%
Other . 0.7% 0.8%

Towl . 100.0% 100.0%

For additional information about the Company’s properties, see Note 4 to the Consolidated Financial
Statements that are contained in [tem 8 of this Annual Report on Form 10-K.




Item 3. Legal Proceedings

The information required by this Item is inciuded in Note 12 to the Consolidated Financial Statements that
are contained in Item 8 of this Annual Report on Form 10-K.

Item 4. Submission of Matters to a Vote of the Security Holders

None.
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PART 11

Item 5. Market for the Registrant’s Commeon Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

Market Information

The Company’s common shares (symbol;: CBB) are listed on the New York Stock Exchange. As of
February 1, 2007, there were 61,655 holders of record of the 247,474,364 outstanding common shares of the
Company. The high and low daily closing prices during each quarter for the last two fiscal years are listed below:

Quarter st 2nd 3rd dth
2006 High ... ... .. .. . . $4.52  $445 $5.14  $4.93
Low .o $3.45 $3.75 $3.75 $4.29
2005 High ... ... .. ... . . . . ... ... $4.71 $4.39  $4.64 $4.43
Low ..., $3.94  $3.51 5402 $3.510
Dividends

The Company does not currently intend to pay dividends on its common shares and is furthermore restricted
mn its ability to pay dividends pursuant to certain covenants in its various debt agreements. For additional
information about the restrictions on the Company’s ability to pay dividends, see Note 7 to the Consolidated
Financial Statements that are contained in Item 8 of this Annual Report on Form 10-K,

Issuer Purchases of Equity Securities

The following table provides information regarding the Company’s purchases of its common stock during
the quarter ended December 31, 2006: \
/

Maximum Number
(or Appropriate
Dollar Valie) of !
Total Number of Shares (or Units) '
Shares (or Units) that May Yet Be

Total Number of Purchased as Part of  Purchased Under |
Shares (or Units)  Average Price Paid Publicly Announced the Plans or | o
Purchased per Share (or Unit}  Plans or Programs Programs * @
10/1/2006-10/31/2006 . . . . . 5412 $4.85 0 n/a -
11/1/2006-11/30/2006 . . . . . 0 n/a 0 n/a o
12/1/2006-12/31/2006 . . . .. 0 n/a 0 n/a ‘ ;_,}
i S
- N

Shares are purchased for the Company’s deferred compensation plans, and are purchased on the open
market. Future purchases are subject to participant elections.
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STOCK PERFORMANCE GRAPH

The graph below shows the cumulative total shareholder return assuming the investment of $100 on
December 31, 2001 (and the reinvestment of dividends thereafter) in each of (i) the Company’s common shares
(ii) the S&P 500® Stock Index, and (iii) the $&P® Integrated Telecommunications Services Index.

Based upon an initial investment of $100 on December 31, 2001

CUMULATIVE TOTAL RETURN

with dividends reinvested

$150
S e
-------------------------- /‘K
$100 Bearr— ——————— T
------------------------ . /
75 \ R — ) A
$50 \/' E—————
§25
so T T T 1
Dec-01 Dec-02 Dec-03 Dec-04 Dec-05 Dec-06
Clncthnati el i~ T S&P 5008
—a&— S&P © Integrated Telecommunication Services
SOURCE: GEORGESON INC.
Dec-01 Dec-02 Dec-03 Dec-04 Dec-05 Dec-06
Cincinnati BellING, ..ottt 100 $37 $53 $44 537 §48
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Copyright® 2006, Standards & Poor’s, a division of The McGraw-Hill Companies, Inc. All rights reserved.




Item 6. Selected Financial Data

The Selected Financial Data should be read in conjunction with the Consolidated Financial Statements and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations™ included in this document,

(dollars in milkions, except per share amounts) 2006 2005 2004 2003 2002
Operating Data
Revenue ............... .. .. ... ... ... ... ... ... $1.270.1 $1,209.6 $1,207.1 $1,557.8 $ 2,178.6
Cost of services and products, selling, general, and

administrative, depreciation and amortization . . . . . . . . 955.5 908.0 896.7 1.204.3 2,034.1
Restructuring, asset impairments and other charges,

sharcholder claim settlement (a) .................. 97 42 8 14.8 0.2 22380
Gain on sale of broadband assets (b) ............... .. (7.6) — 3.7 (3367 —
Operating income (10S8) . .. ......... ... oo, 3t2.5 258.8 2993 684.0 (2,093.5)
Minority interest expense (income) (¢) ............... 0.5) {11.0) (0.5) 422 57.6
Interestexpense (d) .............. .. ... .. ... .. ... 162.1 184 .4 203.3 2178 164.2
Loss on extinguishment of debt Wy ..o 0.1 99 8 — 17.6 —
Lossoninvestments . .................... ... .. ... — -— — — 10.7
Income (loss) from continuing operations before

cumulative effect of change in accounting principle . . . 86.3 (64.5) 642 12460 (2,449.2)
Netincome (loss) ........... .. ......... ... ... ... $ 863 % (645 % o642 $1,3319 $(4,240.3)
Earnings (loss) from continuing operations per common

share

Basic ... .. .. . . $ 031 % (030)$ 022 $ 544 $ (i 1.27)

Diluted .......... ... .. ... . .. $ 030 $ (03008 021 § 502 $ (1 1.27)
Dividends declared per common share ... ....... .. ... 3 — % — 3 — % — 3 —
Weighted average common shares outstanding (millions)

Basic ... 246.8 2459 245.1 226.9 218.4

Diluted .. ... ... 2533 2459 250.5 253.3 218.4
Financial Position
Property, plant and equipment, net (e) . ............... $ BI8R § 8004 $ 8577 § 8988 § 8679
Totalassets (f) .......... .. ... .. ... ... .. ... ... 20138 18633 19587 20735 1,452.6
Long-termdebt (d) ............. ... .. ... . ... .. .. 20659 20734 21111 22745 23547
Totaldebt(d) ......... ... ... ... ... .. .. ... 20732 20847 2,141.2 22878 25584
Total long-term obligations {(g) .................. ... 2,486.5 22953 22466 24179 32723
Minority interest (¢} . .......... .. ... ... .. ... ... — 28.2 392 39.7 443.9
Shareowners’ deficit ............... ... ... ... .. .. (791.6)  (731.7) (624.5) (679.4) (2,598.8)
Other Data
Cash flow provided by operating activities ............ $ 3347 § 3223 $ 3007 S 3106 % 1926
Cash flow provided by (used in) investing activities . .. .. (260.0y (142.7y  (124.3) (42.8) 192.4
Cash flow used in financing activities ................ (21.0y  (178.8) (177.5) (286.7) (370.1)
Capital expenditures ... .............. ... .. .. . .. (151.3)  (143.0) (133.9) (126.4) (175.9)

(a) See Notes 1, 3,4 and 12 to the Consolidated Financial Statements for discussion related to 2006. 2005, and
2004. An impairment charge of $2.2 billion was recorded in 2002 related to the write-down of assets in the

Broadband segment. :

(b) See Note 15 to the Consolidated Financial Statements related to 2006 and 2004. The gain of $336.7 million
recorded in 2003 was a result of substantially selling all of the broadband operating assets.

(c) See Note 10 to the Consolidated Financial Statements. The year 2002 included BRCOM Preferred Stock,
which prior to its exchange in 2003 was classified as minority interest in the Consolidated Financial

Statements,
(d) See Note 7 to the Consolidated Financial Statements,

(e) See Note 4 to the Consolidated Financial Statements for discussion related to 2006, 2005, and 2004,
() See Notes 1, 4, 6 and 13 10 the Consolidated Financial Statements for discussion related to 2006, 2005, and

2004.

(8) Total long-term obligations comprise long-term debt, accrued pension and postretirement, deferred revenue,
other noncurrent liabilities and the BRCOM Preferred Stock. which prior to its exchange in 2003 was
classified as minority interest in the Consolidated Financia! Statements.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” should be
read in conjunction with the “Private Securities Litigation Reform Act of 1995 Safe Harbor Cautionary
Statement,” “Risk Factors,” and the Consolidated Financial Statements and accompanying Notes to
Consolidated Financial Statements.

Executive Summary

Cincinnati Bell Inc. (the “Company™) is a full-service local provider of data and voice communications
services and equipment and a regional provider of wireless and long distance communications services. The
Company provides telecommunications service primarily on its owned local and wireless networks with a
well-regarded brand name and reputation for service. The Company has five reportable business segments:
Local, Wireless, Technology Solutions (formerly referred to as Hardware and Managed Services), Other, and
Broadband. The Broadband segment no longer has any substantive, on-going operations.

In 2006, the Company continued to make progress on its primary objectives, which were to: (1) add to the
Company’s growth businesses, (2) defend its core franchise against increasing competition, and (3) reduce
indebtedness.

Add to growth businesses

In 2006, the Company purchased 20 MHz of advanced wireless spectrum for the Cincinnati and Dayton,
Ohio regions in the Advanced Wireless Services (“AWS”) spectrum auction conducted by the Federal
Communications Commission (“FCC"). To satisfy increasing demand for existing voice minutes of use by
customers as well as 1o provide enhanced data services such as streaming video, the Company intends 10
construct a third generation (*3G”) network and deploy it on the newly purchased AWS spectrum. The Company
expects to spend approximately $30 million in 2007 to construct the 3G network so that it will be operational in
2008. In addition, the Company also purchased advanced wireless spectrum outside of its traditional operating
area, most notably 10 MHz for the Indianapolis, Indiana region. The Company is considering its options with
respect to the Indianapolis spectrum, which include expansion of its wireless operations into this area or lease of
the spectrum to another wireless provider. The Company spent $37.1 million for all spectrum purchases in 2006.

The Company increased wireless subscribers by 32,000 subscribers, or 6%, from 496,000 at December 31,
2005 to 528,000 at December 31, 2006 aided in part by the reduction of postpaid subscriber average monthly
churn from 2.2% in 2005 to 1.6% in 2006. The Company believes the increase in subscribers is a result of
continued improvements to its wireless network and the introduction of more attractive rate plans in late 2005.

The Company now has five data center facilities after constructing two new data center facilities, one in late
2006 and the other in early 2007. Sales for data center and managed services were $47.4 million, an increase of
$10.3 million compared to 2005. Sales of the telecom and IT equipment totaled $162.2 million during 2006,
which was a 28% increase over 2005 sales. The Company intends to continue to pursue additional customers and
growth specific to its data center business, for which the Company is prepared to commit resources, including
capital expenditures and working capital, to support this growth.

In May 2006, the Company purchased Automated Telecom Inc. (“ATI™) for a purchase price of $3.5 million
to expand its geographical presence in order to better serve its customers located outside of the greater Cincinnati
area. ATI is based in Louisville, Kentucky, with offices also located in Grand Rapids, Michigan, and St. Louis,
Missouri. ATl is a reseller of, and maintenance provider for, telephony equipment.

The Company increased data revenues in the Local segment by $19.0 million primarily due to the addition
of 36,000 Digital Subscriber Line (“DSL”) subscribers. The Company finished the year with 198,000 DSL
subscribers, an increase of 22% over 2005. In-territory primary consumer access line penetration of its DSL
product increased to 34% in 2006.
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Defend the core franchise against increasing competition

The Company defended its core franchise through bundling, adding 23,000 net subscribers to its Custom
ConnectionsS™ “Super Bundle” which offers local, long distance, wireless, DSL, and the Company’s value-added
service package, Custom Connections®, on a single bill at a price lower than the amount the customer would pay
for all of the services individually. The Company finished the year with approximately 173,000 Super Bundle
subscribers, 15% more than at the end of 2005. Total access lines declined by 5% versus 2005, in line with
Company expectations given wireless substitution and other competitive factors. The Company believes that its
Super Bundle customers are less likely to disconnect existing services and change services to a competitor.

Reduce indebtedness

The Company’s total indebtedness was $2,073.2 million at December 31, 2006 compared to $2,084.7
million at December 31, 2005. Additionally, the Company’s cash increased from $25.7 million at December 31,
2005 to $79.4 million at December 31, 2006. The Company expects that a portion of this incremental cash will
be used during 2007 to reduce indebtedness.

Results of Operations

Consolidated Overview

The financial results for 2006, 2003, and 2004 referred to in this discussion should be read in conjunction
with the Consolidated Statements of Operations and Note 15 to the Consolidated Financial Statements.

2006 Compared to 2005

Consolidated revenue totaled $1,270.} million in 2006, an increase of $60.5 million, compared to 2005. The
increase was primarily due to the following:

* $43.9 million increased revenues in the Technology Solutions segment primarily due to increased
Telecom and IT equipment sales;

* $24.5 million higher revenues in the Wireless segment due to an increase in postpaid service revenue from
additional subscribers and increased data revenue; and

* $8.3 million lower revenues in the Local segment due to access line loss, partially offset by higher data
and DSL. revenues.

Operating income for 2006 was $312.5 million, an increase of $53.7 million compared to 2005, The
increase was primarily due to the following:

* $71.9 million increase in Wireless operating income due to impairment charges of $42.3 million incurred
in 2005 associated with the retirement of certain Time Division Multiple Access (“TDMA”"} assets and

decreased depreciation expense of $32.5 million in 2006 primarily associated with the replaced TDMA
network assets;

* $10.1 million decrease in Local operating income due to lower revenue; and

* $7.8 million increase in corporate costs mainly related to the $6.3 million settlement of the Company’s
sharcholder litigation in'the first quarter of 2006 and increased business development costs.

The minority interest caption relates primarily to the 19.9% minority interest of Cingular Wireless
Corporation PCS, LLC (“Cingular™) in the net income of CBW until the Company’s acquisition of this minority
interest on February 14, 2006. No further minority interest expense was recorded on CBW after February 14,
2006, because CBW is now wholly owned by the Company. The 2005 TDMA impairment charge noted above

gave rise to CBW losses in 2005, and the minority interest income of $11.0 million represents Cingular’s portion
of the losses.

Interest expense decreased to $162.1 million for 2006 compared to $184.4 million in 2005. This decrease is
primarily a result of the Company’s refinancing activities in 2005, which replaced high interest debt for debt with
lower interest rates, partially offset by higher short-term interest rates.

The loss on extinguishment of debt of $99.8 million for 2005 was comprised of a $91.9 million loss related
to the repurchase of the 16% Notes and $7.9 million associated with the repayment of previously existing credit
facilities. See Note 7 to the Consolidated Financial Statements for further details.
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[ncome tax expense was $68.3 million in 2006 compared to $54.3 million for 2005. This increase was
primarily due to the income tax benefit in 2005 associated with the $99.8 million loss on extinguishment of debt,
a $3.6 million charge in the first quarter of 2006 related to new Kentucky state tax regulations issued in February
2006. which limited the Company’s ability to use its state net operating loss carryforwards against future state
taxable income, and higher pretax income. These increases were partially offset by an income tax charge of $47.5
million in 2005 resulting from the state of Ohio instituting a gross receipts tax and phasing out Ohio’s corporate
franchise and income tax which caused certuin deferred tax assets to become unrealizable. Additionally, the
Company has non-deductible expenses including interest on securities originally issued to acquire its broadband
business (the “Broadband Securities”) or securities that the Company has subsequently issued to refinance the
Broadband Securities. For the future. the Company expects its effective tax rate to exceed statutory rates
primarily due to the non-deductible expenses associated with the Broadband Securities. The Company used
federal and state net operating loss carryforwards to substantially defray payment of federal and state tax
liabilities. As a result, the Company had cash income tax payments of $6.6 million during the year.

2005 Compared to 2004

Consolidated revenue totaled $1,209.6 million in 2005, an increase of $2.5 million, compared to 2004, The
increase was primarily due to the following:

e $38.0 million increased revenues in the Technology Solutions segment primarily due 10 increased telecom
and IT equipment sales:

* $24.2 million lower revenues in the Wireless segment due to lower service revenue;

« $6.1 million lower revenues in the Local segment due to access line loss, partially offset by increased data
and DSL revenues: and

* $0.9 million lower revenues in the Other segment, as $6.2 million of increased long distance revenues
partially offset $7.1 million of decreases from businesses that the Company has exited.

Operating income for 2005 was $258.8 million, a decrease of $40.5 million compared to 2004. The decrease

was primarily due to the following:

* $50.3 million decrease in Wireless operating income primarily due to decreased revenue discussed above
and increased impairment charges of $36.4 million associated with TDMA assets, partially offset by
decreases in roaming expense of $8.9 million and $5.9 million of decreased depreciation and amortization,
primarily associated with the accelerated amortization in 2004 of certain intangibles;

e $3.0 million decrease in Local operating income primarily as a result of lower revenue discussed above,
$22.7 million increased pension, postretirement benefits and medical expenses, and an increase of $5.4
million in network and other related expenses from the out-of-territory expansion, partially offset by lower
operating taxes of $11.9 million, lower depreciation of $9.0 million, and lower restructuring charges of
$8.9 million:

e $8.6 million increase in the Other segment primarily related to an increase at CBAD in long distance
revenue. and lower long distance costs resulting from the instaliation of a long distance switch in June
2004: and

« $0.7 million increase in Technology Solutions operating income primarily due to the margin on increased
hardware revenues.
The minority interest caption relates to the 19.9% minority interest of Cingular in the net income of CBW.
The TDMA assct impairment charges discussed above gave rise to CBW losses in 2005, and the minority interest
income add back of $11.0 million in 2005 represents Cingular’s portion of the CBW losses.

Interest expense decreased to $184.4 million for 2005 compared to $203.3 million in 2004. This decrease is
primarily a result of the net decrease of $16 million from the extinguishment of the 16% Notes in August 2005,
partially offset by interest on the Corporate credit facility, which funded the repayment of the 16% Notes.

The loss on extinguishment of debt of $99.8 million for 2005 was comprised of a $91.9 million loss related
to the repurchase of the 16% Notes and $7.9 million associated with the repayment of previously existing credit
facilities. See Note 7 to the Consolidated Financial Statements for further details.
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Income tax expense was $54.3 million for 2005. Although the Company had pre-tax losses for the year,
income tax expense results from legislation that the state of Ohio passed on June 30, 2005 mstituting a gross
receipts tax and phasing out Ohio’s corporate franchise and income tax over a 5 year period. As a result of this
legislation, the Company no longer expects to realize state income tax benefits associated with $47.5 million of
deferred tax assets previously recorded. Therefore, the Company reduced deferred tax assets and increased
income tax expense by $47.5 million in 2005. Additionally, the Company has non-deductible expenses including
interest on securities originally issued to acquire its broadband business (the “Broadband Securities™) or
securities that the Company has subsequently issued to refinance the Broadband Securities. As a result of these
items, the Company recorded income tax expense of $54.3 million even though it had a loss before income taxes
of $10.2 million. The Company used federal and state net operating loss carryforwards to substantially defray
payment of federal and state tax liabilities. As a result, the Company had cash income tax payments of $2.1
million during the year.

Discussion of Operating Segment Results

Local

The Local segment provides local voice telephone service, including enhanced custom calling features, and
data services, which include dedicated network access, Gigabit Ethernet and Asynchronous Transfer Mode based
data transport, and DSL and dial-up Internet access, to customers in southwestern Ohio, northern Kentucky, and
southeastern Indiana. Cincinnati Beil Telephone LLC (“CBT"), which operates as the Incumbent Local Exchange
Carrier (“ILEC") in its operating territory of an approximate 25-mile radius of Cincinnati, Ohio, is the primary
provider of these services. CBT's network has full digital switching capability and can provide data transmission
services o over 90% of its in-territory access lines via DSL.

Outside of its ILEC territory, the Local segment provides these services through Cincinnati Bell Extended
Territories LL.C (“CBET"), which operates as a competitive local exchange carrier (“CLEC”) both in the
communities north of CBTs operating territory and in the greater Dayton market. CBET provides voice and data
services for residential and business customers on its own network and by purchasing unbundled network
clements from the ILEC. CBET provides service through UNE-L (o its customer base in the Dayton, Ohio
market. The Local segment links its Cincinnati and Dayton geographies through its SONET, which provides
route diversity via two separate paths.

$ Change % Change $ Change % Change
2006 vs. 2006 vs, 2005 vs. 2005 vs.
(dollars in millions) 2006 2005 2008 2005 2004 2004 2004
Revenue:
Voice ... $473.0 $5004 $(27.4) 5% $3519.8  $(19.4) (4%
Data ........................... 2382 2192 19.0 9% 203.9 15.3 8%
Other ... ... . 36.1 36.0 0.1 0% 38.0 2.0 (5%
Totalrevenue . ..................... 7473 7556 (8.3) (%  761.7 6.1) (1Y%
Operating costs and expenses:
Cost of services and products . ... ... 2379  236.1 1.8 1% 220.2 159 7%
Selling, general and administrative ... 1368  133.7 3. 2% 134.8 (1.1) ()%
Depreciation .................... 103.8  108.2 (4.4) (% 117.2 8.0) (8)%
Restructuring . ................... 2.8 1.5 1.3 87% 10,4 (8.9 (86)%
Total operating costs and expenses ... 481.3 4795 1.8 0% 482.6 (3.1) (D%
Operating income .................. $266.0 $276.1  $(10.1) (D%  $279.1 $ (3.0) (D%
Operating margin . ................., 35.6% 36.5% (Npts  36.6% 0 pts
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2006 Compared to 2005
Revenue

Voice revenue, which includes local service, switched access, information services and value added services
revenues, decreased by $27.4 million versus 2005 primarily as a result of a 5% decrease in local service access
lines. Access lines within the segment’s ILEC territory decreased by 56,000, or 6%, from 893,000 at
December 31, 2005 to 837.000 at December 31, 2006, which the Company believes results from several faciors
including customers electing to use wireless communication in lieu of the traditional local service, Company-
initiated disconnections of customers with credit problems, and customers electing to use service from other
providers. The Company has partially offset its access line loss in its [LEC by targeting voice services to
residential and small business customers in Dayton, Ohio. The Company had 50.000 total access lines outside its
ILEC service territory at December 31, 2006, a 33% increase from the prior year.

Data revenue consists of data transport, high-speed Internet access (including DSL), dial-up Internet access,
digital trunking. and Local Area Network (“LAN") interconnection services. The increase in data revenue of
$19.0 million for 2006 as compared to 2005 is due to higher DSL revenue and data transport revenue. An
increase in DSL subscribers of 36,000, partially offset by a slightly lower average rate per subscriber, produced
an additional $11.9 million in revenue for 2006 as compared to 2003. Data transport revenues were $5.2 miilion
higher in 2006 as compared to 2005 due to higher data usage by CBW and third party users. As of December 31,
2006, the Company’s DSL penetration of in-territory primary consumer access lines was approximately 34%, up
from 26% at December 31, 2005.

The Company believes its rate of access line loss would have been greater and its increase in DSL
subscribers would have been less without the success of its Custom ConnectionsS™ “Super Bundle.” The
Company added 23,000 Super Bundle subscribers during 2006, bringing total subscribers to 173,000, of which
162.000 were consumer 1LEC subscribers, a 32% penetration of primary in-territory consumer access lines. The
Company’s Super Bundle offers local, long distance, wireless, DSL, and the Company’s value-added service
package, Custom Connections®, on a single bill at a price lower than the amount the customer would pay for all
of the services individually. An aggressive marketing campaign and the favorable bundled pricing associated
with Custom Connections$™ “Super Bundle” has increased the demand for the Company’s ZoomTown DSL
offering, growing 22% compared to December 31, 2003, to 198,000 subscribers. As a result of this growth, total
lines to the customer (defined as access lines plus DSL subscribers) as of December 31, 2006 decreased only
slightly compared to December 31, 2005, and revenue per household increased 3% to $50.25.

Costs and Expenses

Cost of services and products increased by $1.8 million in 2006 versus 2005. The increase was mainly due
to a $3.5 million increase in non-recurring operating taxes (See Staff Accounting Bulletin No. 108 in Recenily
Issued Accounting Standards for further discussion), additional network costs of 1.8 million primarily related to
the increase in subscribers in the CLEC operating area, and an increase of $1.3 million in benefit expense. These
increases were partially offset by lower wages of $4.5 million resulting from the outsourcing of directory
services in 2005 and other Company restructuring initiatives.

Selling, general and administrative expenses increased $3.1 million compared to 2005. Higher costs of $2.9
million primarily related to pension and postretirement costs and $1.6 million for bad debt expense were partially
offset by lower software maintenance and insurance costs.

Depreciation expense decreased $4.4 million in 2006 compared to 2005. The decrease was a result of assets
becoming fully depreciated at a greater rate than capital expenditures.

The Company incurred restructuring charges of $2.8 million primarily related to the outsourcing of certain
supply chain functions in the third quarter of 2006. The Company incurred a $1.5 million charge in 2005 related
to the outsourcing of its directory assistance services. See Note 3 to the Consolidated Financial Statements for
further discussion.

2005 Compared to 2004
Revenve
Voice revenue decreased by $19.4 million versus 2004 as a result of a 4% decrease in local service access
lines as well as the loss of value-added services revenue.
Access lines within the segment’s ILEC territory decreased by 47,000, or 5%, from 940,000 at
December 31, 2004 to 893,000 at December 31, 2005, which the Company believes results from several factors
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including customers electing to use wireless communication in lieu of the traditional local service, Company-
initiated disconnections of customers with credit problems, and customers electing to use service from other
providers. The Company has partially offset its access line loss in its [LEC by targeting voice services to
residential and small business customers in Dayton, Ohio. The Company had 38,000 total access lines outside its
ILEC service territory at December 31, 2005, a 25% increase from the prior year.

The increase in data revenue of $15.3 million for 2005 as compared to 2004 is due to higher DSL revenue
and data transport revenue. An increase in average DSL subscribers of 32,000, partially offset by a slightly lower
average rate per subscriber, produced an additional $11.1 miilion in revenue for 2005 as compared to 2004. Also,
data transport revenues were $6.6 million higher in 2005 as compared to 2004. These increases were partially
offset by a decrease of $2.0 million in dial-up internet revenues, attributable to both a decrease in rate and
average subscribers, as dial-up customers migrate to DSL.. As of December 31, 2005, the Company’s DSL
penetration of in-ierrilory primary consumer access lines was 26%, up from 20% at December 31, 2004,

The Company added 27,000 Super Bundle subscribers during 2005, bringing total subscribers to 150,000, of
which 143,000 were consumer 1LEC subscribers, a 26% penetration of access lines. An aggressive marketing
campaign and the favorable bundled pricing associated with Custom Connections$™ “Super Bundle™ has
increased the demand for the Company’s ZoomTown DSL offering, which added 32,000 subscribers in 2005,
growing 24% compared to December 31, 2004, to 163,000 subscribers. As a result of this growth, total lines to
the customer (defined as access lines plus DSL subscribers) as of December 31, 2005 decreased only slightly
compared to December 31, 2004, and revenue per household increased 3% to $48.73.

Costs and Expenses

Cost of services and products increased by $15.9 million for 2005 versus 2004 primarily due to the
following;

¢ $15.5 million increase for higher pension and postretirement expense;

* $2.7 million increase in employee health costs;

N

* $11.9 million decrease in state gross receipts tax and property taxes. Beginning with the third quarter of
2004 through the second quarter of 2005, CBT was not subject to Ohio franchise taxes based on £ross
receipts, but instead was subject to state and local income tax:

* $5.4 million increase in network and other costs related to the out-of-territory expansion of the Company’s
CLEC operations;

* $1.3 million increase in right-to-use fees for webhosting services and product costs to support additional
DSL subscribers; and

* remaining cost increases are primarily associated with increases in fuel and energy costs, higher
regulatory fees, and software development.

SFOL U004

Selling, general and administrative expenses decreased $1.1 million compared to 2004. Higher costs of \

$4.5 million for pension, postretirement and employee medical expenses were more than offset by lower
advertising costs of $2.4 million, lower labor and other employee costs, and lower consulting fees.

Depreciation expense decreased $9.0 million in 2005 compared to 2004. The decreases were primarily due
to changes in depreciation rates in the fourth quarter of 2004 used as a result of updated estimates of the
depreciable assets” useful lives.

In 2004, the Company initiated a restructuring to improve operating efficiencies and reduce operating
expenses resulting in a charge of $10.4 million. The Company incurred a $1.5 million charge in 2005 related to
the outsourcing of its directory assistance services. See Note 3 to the Consolidated Financial Statements for
further discussion.
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Wireless

The Wireless segment provides advanced digital, voice and data communications services through the
operation of a regional wireless network in a licensed service tertitory, which surrounds Cincinnati and Dayton,
Ohio and includes areas of northern Kentucky and southeastern Indiana. The segment offers service outside of its
regional operating territory through wholesale and re-sale arrangements (“roaming agreemenis™) with other
wireless operators. The segment also sells wircless handset devices and related accessories to support its service

business.

The Wireless segment consists of CBW, which was historically a joint venture owned 80.1% by the

Company and 19.9% by Cingular. On February 14, 2006, the Company purchased Cingular’s interest such that
CBW is now a wholly-owned subsidiary. See Note 5 to the Consolidated Financial Statements.

From October 2003 through June 2006, CBW deployed service on both TDMA and GSM networks. During
the first quarter of 2003, CBW began to transition its subscribers to GSM technology, which provides voice
communication. short message service (*SMS™) or text messaging, and enhanced data communication services,
such as mobile web browsing, internet access, email, and picture messaging. In the first quarter of 2005, the
Company completed its upgrade to enhanced data rates for GSM evolution (“EDGE”), which required only
software upgrades to deliver higher speeds of data transmission and capacity. As of June 30, 2006, the Company
had converted all of its subscribers to the GSM network and as a result discontinued the operation of its TDMA

network.

(dollars in millions, except for
operating metrics)

Revenue;
SEIVICE .+ v vnreeeee e
Equipment .................

Total revenue . .....covvvvnn -

Operating costs and expenses:

Cost of services and products . .

Selling, gencral and
administrative . . ......... ..

Depreciation ................

Amortization ...............

Restructuring . ..............

Asset impairments and other
charges ... ..ot

Total operating costs and
EXPENSES . ..ot

Operating income (loss) .. .......
Operating margin .. ............
Operating metrics
Postpaid ARPU* . ...........
Prepaid ARPU* _............

$ Change % Change $ Change % Change
20046 vs. 2006 vs. 2005 vs. 2008 vs,
2006 2005 2008 2005 2004 2004 2004
$2357  $2148  $209 0% $2420  $(27.2) (11)%
26.3 22.7 36 16% 19.7 3.0 15%
262.0 237.5 24.5 10% 2617 (24.2) (N%
146.1 129.3 16.8 13% 133.2 {3.9) {(3)Y%
62.6 56.1 6.5 12% 56.5 (0.4) (N%
290 61.5 (32.5) (33)% 58.3 32 5%
4.1 — 4.1 n/m 9.1 (9.1) (100)%
— —_ — n/m 0.1 0.0 (100)%
— 423 42.3) (1000 % 59 364 n/m
2418 289.2 (47.4) (1% 2631 26.1 10%
$ 202 SGLDY $719 n/m $ (l1.4) $(50.3) n/m
7.7% (21.8)% 30 pts (0.5)% (21) pts
$46.18 $44.66 $ 1.52 3%  $50.92 5(6.26) (12)Y%
$20.71 $19.62 $1.09 6% 5$19.85 $(0.23) {H%

* The Company has presented certain information regarding monthly average revenue per user (“ARPU™)
because the Company believes ARPU provides a useful measure of the operational performance of the
wireless business. ARPU is calculated by dividing service revenue, excluding roaming revenue, by the
average subscriber base for the period. ‘ '
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2006 Compared to 2005
Revenue

Service revenue increased by $20.9 million in 2006 as compared to 2005. This increase is primarily
attributed to the following:

* Postpaid service revenue increased $22.1 million primarily due to more subscribers and a $9.4 million
increase in data revenue from $11.4 million in 2005 to $20.8 million in 2006, Postpaid subscribers
increased 16% from 315,100 subscribers at December 31, 2005 to 366,000 at December 31, 2006.
Average monthly churn for the year was 1.6% in 2006 compared to 2.2% in 2005. The improved churn
rate and increased number of subscribers were due to the introduction of more attractive rate plans in late
2005 and the improved wireless network;

* Prepaid service revenue increased $0.7 million compared to last year as the effect of higher ARPU of
$1.09 was offset by a lower number of subscribers. As of December 3 1, 2006, prepaid subscribers totaled
approximately 162,000 compared to 180,500 subscribers at December 31, 2005; and

* Postpaid roaming and other revenue decreased $1.9 million due to a decrease in minutes of use and in
roaming revenue per minute, As a resuli of the merger between Cingular and AT&T Wireless Services
Inc., CBW continues to lose roaming revenue as Cingular customers are not using CBW’s network.

Equipment revenue for 2006 increased $3.6 million compared to 2005 due to the increase in subscriber
additions and the migration to the GSM network. The Company subsidizes the price of handset sales to promote
acquisitions and retention of subscribers and, during the first haif of 2006, to accelerate the migration to its GSM
network,

Costs and Expenses

incurred for subscribers to use their handsets in the territories of other wireless service providers),
interconnection expenses with other telecommunications providers, and cost of handsets and accessories sold.
The increase in costs of $16.8 million compared to 2005 was due to a $9.2 million increase in network expense,
resulting from increased voice minutes and data services usage, and a $5.2 million increase for handset and
accessory costs due to higher activations and the migration of subscribers from the TDMA network to the GSM —
network. The remaining cost increases resulted from higher operating taxes and customer service costs related to

Cost of services and products consists largely of network operation costs, roaming expense (which are costs K

increased subscribers. I;}j

Selling, general and administrative expenses include certain customer acquisition expenses, such as N
advertising, distribution and promotional expenses. These expenses increased $6.5 million in 2006 as compared @
to 2005. The increase was primarily due to increased commissions and other payroll related costs of $5.3 million A

from the higher number of subscriber activations and increased bad debt expense.

Depreciation expense decreased $32.5 million in 2006 versus 2005 primarily from the accelerated
depreciation expense in 2005 on the TDMA assets. &

Amortization expense in 2006 resulted from the aliocation of the purchase price to certain intangibles
associated with the purchase of the CBW minority interest from Cingular. See Note 5 (o the Consolidated
Financial Statements.

The Company incurred charges of $42.3 million in 2005 to write down the recorded value of its TDMA
network assets. A portion of the TDMA assets were taken out of service in 2005 in order to optimize the
remaining spectrum associated with TDMA assets. This resulted in a charge of $23.7 million. Additionally, an
asset impairment charge of $18.6 million was incurred to write down to fair value the remaining TDMA assets in
use. Due to the rapid migration of TDMA subscribers to the Company’s GSM network and lower ARPU
associated with the remaining TDMA customers, the remaining future cash flows associated with the TDMA
assets could no longer support the recorded value of the TDMA assets, resulting in the impairment charge.




2005 Compared to 2004
Revenue

Service revenue decreased by $27.2 million in 2005 as compared to 2004. This decrease is primarily
attributed to the following:

» $22.4 million decrease in postpaid subscriber service revenue due to lower ARPU. The Company’s
postpaid ARPU decreased by $6.26 compared to 2004 due to lower priced GSM rate plans and bundling
plans, slightly offset by an increase in data revenues. The increase in subscribers from 306,300 at
December 31, 2004 to 315,100 at December 31, 2005 is the result of the Company’s efforts to recover
subscribers that were lost as a result of network quality problems encountered in 2004 at the early stages
of the Company’s network migration from TDMA to GSM. The Company has resolved the difficulties
encountered in 2004, and fourth quarter net activations (gross activations less deactivations) of 14,700 in
2005 compared favorably 1o a loss of net subscribers of 1,800 in the same period of 2004. Average churn
for the year was approximately 2.2%. However, churn declined over the course of the year from 2.8% in
the fourth guarter of 2004 to 1.8% in the fourth quarter of 2005. This was due to the resolution of the
aforementioned network problems and the introduction of more attractive rate plans;

* $1.7 million increase in prepaid service revenues primarily due to an increase in average subscribers. As
of December 31, 2005, prepaid subscribers totaled approximately 180,500, compared to 174,700 at
December 31, 2004, Prepaid ARPU was flat compared to 2004, as higher data ARPU offset lower voice
ARPU. Average monthly prepaid customer churn increased from 6.1% in 2004 to 6.5% in 2005 primarily
as a result of increased competition; and

$9.4 million decrease in roaming revenue due to a decrease in minutes of use as a result of the merger
between Cingular and AT&T Wireless Services Inc. CBW has lost substantial roaming revenue as
Cingular customers are now using Cingular’s network versus CBW’s network. As part of CBW’s
agreement with Cingular, a substantial portion of this lost roaming revenue is offset by a rate reduction on
the cost of roaming minutes purchased from Cingular. For 2005, roaming expense decreased $8.9 million
compared to 2004,

Equipment revenue increased by $3.0 million as the Company sold 41,000 more handsets during 2005 as
compared to 2004 as 26,000 more TDMA customers migrated to the Company’s GSM network.

Costs and Expenses

The decrease in costs of services of $3.9 million corpared to 2004 was due to lower roaming expense of
$8.9 million resubting from the renegotiation of rates with Cingular noted above, partially offset by $1.9 million
of higher handset and accessory costs related to the equipment revenue increase and $2.5 million of higher
operating taxes.

Selling, general and administrative expenses were flat as compared to 2004. Increases in advertising and
promotional expenses of $2.9 million were offset by decreased fees for outsourced services as a result of better
negotiated rates and lower legal claim costs for the roaming litigation incurred in 2004.

In 2005, the Company further revised its estimate of the remaining useful lives of certain of the TDMA
assets, resulting in additional depreciation. The depreciation increase for 2003 versus 2004 results from the
accelerated depreciation on TDMA assets as well as on certain GSM assets that were replaced in late 2005 as part
of the Company’s continued initiative to improve GSM network quality.

Amortization expense in 2004 was a result of accelerated amortization related to the change in estimated
economic useful life of certain roaming and trade name agreements as a result of the merger between Cingular
and AT&T Wireless Services in 2004.

As discussed above, the Company incurred charges of $42.3 million in 2005 to write down the recorded
value of its TDMA network assets. Asset impairment charges in 2004 were recorded to write-down certain
TDMA assets taken out of service and certain intangible assets.
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Technology Solutions

The Technology Solutions segment provides business technology solutions through the Company’s
subsidiary, Cincinnati Bell Technology Solutions, Inc. (“CBTS").

$ Change % Change $ Change % Change
2006 vs. 2006 vs. 2005 vs, 2005 vs.
(dollars in millions) 2006 2005 2005 2005 2004 2004 2004
Revenue:
Telecom and IT equipment
distribution . . .......... . ... ... 51622 $126.7 $355 28% $ 96.0 $30.7 32%
Data center and managed services . . . . 47.4 371 10.3 28% 234 13.7 59%
Professional services .. .......... .. 7.0 8.9 {1.9) 2% 153 (6.4) (42)%
Total revenue . ... ... .. .. ...... 2166 1727 439 25% 1347 38.0 28%
Operating costs and expenses:
Cost of services and products . . ... .. 1752 1395 357 26% 1047 34.8 33%
Selling, general and administrative . . . 219 174 4.5 26% 167 0.7 4%
Depreciation ................... . 34 23 1.1 48% 11 1.2 109%
Amortization ..., .. L. 0.3 — 0.3 n/m — — n/m
Restructuring .................... — 0.1 o.n (100)% 0.6 (0.5) (83)%
Asset impairments and other charges
(gains) .............. ........ . — — — n/m (1.hH 1.1 (100)%
Total operating costs and expenses ... 200.8 1593 41.5 26% 122.0 373 31%
Operating income ............. .. ... 5158 $134 $24 18% % 127 $ 0.7 6%
Operatingmargin .. ................. 1.3% 7.8% {i)pts 9.4% (2) pts

2006 Compared to 2005

Revenue

~

Revenue from telecom and IT equipment distribution represents the sale, installation and maintenance of
major, branded IT and telephony equipment. Revenue for this unit increased by $35.5 million in 2006 versus
2005 mainly due to the addition of new products for sale and the acquisition of ATI (See Note 5 to Consolidated

:
o

Financial Statements). Gl
[

Data center and managed services revenue increased $10.3 million versus 2005 mainly due to both b
increased product penetration within managed services and increased billable data center space. CBTS had a =
billed utilization rate of 91% with approximately 91,000 square feet of billable data center capacity at 1 =

December 31, 2006 compared to a bilied utilization rate of 99% with approximaltely 71,000 square feet of
billable data center capacity at December 31, 2005. Revenue consists of recurring collocation rents and [T
services that include network management, electronic data storage, disaster recovery, and data security
management. The Company intends to continue to pursue additional customers and growth in its data center
business, for which the Company is prepared to commit resources, including capital expenditures and working
capital, to support this growth.

7

i

Professional services revenue consists of tong and short-term IT outsourcing and consulting engagements.
Revenue for this unit declined by $1.9 miltion versus 2005 mainly due to the transfer of the Company’s internal
I'T support group to CBT und a pricing decrease associated with the renegotiation of a major long-term contract.

Costs and Expenses

Cost of services and products increased by $35.7 million in 2006 versus 2005, The increase results from a
$28.4 million increase in cost of goods sold mainly due to the increased IT and equipment sales, a $5.0 million
increase in payrol! and contracted services costs to support the increased revenue growth of the data center and
managed services unit, higher rent of $1.1 million primarily due to the opening of a data center in June 2005 and
higher utilities.
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The increase in selling, general and administrative expenses in 2006 compared to 2005 was primarily due to
an increase in labor costs to support the increased revenues.

Depreciation expense was higher in 2006 primarily due to the increased capital expenditures for the data
centers. The Company expects depreciation expense to be higher in 2007 due to new data center construction in
late 2006 and early 2007.

Amortization expense in 2006 results from the allocation of a portion of the purchase price to the customer
relationship intangible asset associated with the ATI acquisition. See Note 5 to the Consolidated Financial
Statements.

2005 Compared to 2004
Revenue

In March 2004, CBTS sold certain out-of-territory operations, which negatively impacted 2005 telecom and
IT equipment distribution revenue by $20.7 million. This decrease was more than offset by increased hardware
sales from core operations. This increase in hardware sales was due to a $49.1 million increase in IT and
computer-related hardware revenue, resulting primarily from increased hardware revenue from data center
customers. CBTS expanded its data center business with the opening of a data center in late 2004 and June 2005.
The increased hardware sales were for equipment used in CBTS data centers as well as for equipment to be used
at customer facilities. Higher revenue for the sale of telephony and other equipment accounted for the remaining
increase in 2005.

The newly operational data centers and increased hardware sales directly contributed to an increase of
$13.7 million in data center and managed services revenue in 2005. Data center service revenue increased in
2005 as a result of the opening of its new facilities as well as from services provided (o customers outside of
CBTS facilities.

Professional services revenue decreased by $6.4 million primarily due to the sale of out-of-territory offices
for $3.5 million, the transfer of the Company’s internal IT support group to CBT, and a pricing decrease
associated with the renegotiation of a contract.

Costs and Expenses

Cost of services and products increased for 2005 by $34.8 million as compared to 2004. Higher sales from
IT and computer-related hardware and telephony hardware caused an increase to cost of goods sold of
$44.6 million and $1.9 million, respectively, which was partially offset by a decrease of $19.8 million related to
the sale of out-of-territory operations. Operational costs of the new data center facilities increased $5.7 million in
2005 as both facilities were running during 2005, and managed services costs increased $7.2 million related to
higher revenue. These increases in 2005 were partially offset by lower professional services costs and lower
operating costs due to the sale of out-of-territory operations.

The $0.7 million increase in selling, general and administrative expenses for 2005 compared to 2004 is
attributed to increased employee benefits expenses, sales commissions, and other performance-based
compensation as a result of the revenue and earnings increases over 2004, offset by decreases as a result of the
sale of out-of-territory assets in 2004.

The increase in depreciation expense in 2005 over 2004 is due to capital expenditures associated with
providing data center collocation services.

Although revenue increased during 2005, operating margins decreased from 2004. The margin decrease is
primarily due to an increased proportion of equipment sales, which have lower operating margins than service
revenue.
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Other

The Other segment combines the operations of Cincinnati Bell Any Distance (“CBAD"), Cincinnati Beli
Complete Protection (“CBCP”), the Company’s payphone business {*“Public”) and Cincinnati Bell Entertainment
(“CBE"). CBAD provides long distance, audio conferencing and VolP services; CBCP provides security
monitoring for consumers and businesses as well as related hardware, and Public provides public payphone
services. CBE has no current operations, but intends 1o eventually provide entertainment services. In the fourth
quarter of 2004, the Company sold its payphone assets located at correctional institutions and outside of the
Company’s operating area for $1.4 million. During the same quarter, CBCP discontinued offering security-
monitoring hardware to business customers without the related service monitoring.

$ Change % Change $ Change % Change
2006 vs, 2006 vs. 2(H)5 vs. 2005 vs.
{dollars in millions) 2006 2005 2005 2005 2004 2004 2004
REVENUE ..ottt eieen $79.0  $77.7 $1.3 2% $78.6 $ 09 (%
Operating costs and expenses:
Cost of services and products . .. .. 36.2 334 2.8 8% 445 (11 (25)%
Selling. general and
administrative ... ............. 14.6 15.8 (1.2) (8)% 14.3 1.5 10%
Depreciation . .................. 24 1.9 0.5 26% 1.7 0.2 12%
Restructuring . ................. — — — n/in 0.2 (0.2) (100)%
Asset impairments and other
charges (gains) ............... — — — n/m 0.1 0.1 (100)%
Total operating costs and
EXPENSES .. ... 532 51.1 2.1 4% 60.6 (9.5) (16)%
Operating income . ................ $258 3266 $(0.8) ()% $18.0 § 86 48%
Operating margin ................. 327%  34.2% (2ypts  229% 11 pts

2006 Compared to 2005
Revenue

CBALY's revenue increased $2.3 million in 2006 compared to 2005 primarily due to new dedicated access
business customers and a 28% increase in minutes of use for audio conferencing. CBAD had 552,000 subscribed
access lines as of December 31, 2006 in the Cincinnati and Dayton, Ohio operating areas, a decrease of 12,000
lines compared to 2005, The decrease in subscribers from 2005 was related to a 4% decline in residential
subscribers, consistent with the Local segment access ling loss, partially offset by a 4% increase in business
subscribers. Public’'s revenue decreased $1.7 million in 2006 compared to 2005 as usage of payphones continues
to decrease in favor of wireless products. CBCP’s revenues increased $0.7 million compared to 2005 mainly
from increased equipment sales and number of subscribers.

Costs and Expenses

Cost of services and products increased by $2.8 million in 2006 compared to 2005. CBAD costs increased
$3.3 million driven primarily by an increase of $2.7 million in network costs resulting from a 10% increase in
long distance minutes of use, mainly from an additional 31,000 subscribers using the unlimited long distance
plans, increased audio conferencing costs due to the increase in minutes of use and costs for the introduction of
Voice over Internet Protocol (*VolP™) starting in mid 2006. In addition, higher operating taxes also contributed
to the CBAD increase. An increase at CBCP of $0.5 million was primarily due to increased cost of goods sold
related to the higher equipment sales. The increases at CBAD and CBCP were partially offset by a decrease of
costs at Public due to the decrease in Public revenue.

Selling, general and administrative expenses were $1.2 million favorable in 2006 as compared to last year.
The decrease was primarily from lower bad debt expense and labor costs at CBAD.
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2005 Compared to 2004
Revenue

CBAD's revenue increased $6.2 million, or 10%, in 2005 compared to 2004, primarily due to business
products such as dedicated access and audio conferencing and increases in subscribed access lines, CBAD had
564,000 subscribed access lines as of December 31, 2005 in the Cincinnati and Dayton, Ohio operating areas, an
increase of 2,000 lines over 2004. Usage increases from the growth of unlimited long distance plans within the
Company’s service bundles are the primary reason for this growth. The Company’s market share has increased as
a function of the Local segment’s lines in service for which a long distance carrier has been chosen for residential
and business access lines. CBAD's residential and business market share in Cincinnati increased to 80% and 52%
at December 31, 2005, respectively, from 76% and 48%, respectively, at December 31, 2004,

Public's and CBCP’s revenue decreased $6.1 million and $1.0 million, respectively, in 2005 compared to
2004 due primarily to the Company’s sale or exiting of businesses as noted above,

Costs and Expenses

Cost of services and products decreased $11.1 million in 2005 compared to 2004. This was a result of
$4.1 million of decreased costs per long distance minute due to the installation of long distance switching
equipment in June 2004 and the renegotiation of wholesale transport rates in June 2004 and June 2003, and a
decrease of $7.0 million primarily related to the Company’s sale or exiting of businesses related to CBCP and
Public, partially offset by cost of services and products for CBE, a new division in 2005.

Selling, general, and administrative expenses increased $1.5 million for 2005 compared to 2004. Decreases
in expenses of $1.4 million at Public and CBCP, related to the sale or exiting of businesses discussed above, were
offset by increases of $2.4 million at CBAD and $0.6 million at CBE. CBAD's increases primarily relate to
higher payroll costs, increased bad debt expense, and software development charges from third parties. CBE
expenses primarily relate to payroll and administrative costs.

Broadband

In 2003, the Company completed the sale of substantially all of its broadband assets. Subsequent to the
closing of the asset sale, the Broadband segment now consists substantially of retained liabilities not transferred
to the buyer, such as contract termination restructuring liabilities, addressed in Note 3 to the Consolidated
Financial Statements, and operating tax liabilities.

$ Change % Change $ Change % Change
2006 vs. 2006 vs. 2005 vs. 2005 vs,
W 2006 2005 2005 2005 2004 2004 2004
Costs, expenses, gains, and losses:
Selling, general and administrative ... $ (3.4) $11.4) $80 (0% $ 3.7 $(7.7) n/m
Depreciation . .................... — 0.1 (G.1) n/m — 0.1 n/m
Restructuring .................... 0.6 (0.5) 1.1 n/m (1.8 1.3 (T2)%
Asset impairments and other charges
(gains} ..............c ... — (0.5) 0.5 n/m (1.5 0 (6%
(Gain on sale of broadband assets .. ... (7.6) — (7.6) n/m a3h 3.7 (100)%
Total costs, expenses, gains and
losses ....... ... . ... 104y (12.3) 1.9 (15H% (10.7y (1.6) 15%
Operating income ... .......oo0vvnn, $104 $123 HHL9 (15% $107 $16 15%
2006 Compared to 2005
Costs and Expenses .

In 2008, selling, general, and administrative expenses primarily consisted of income from the sale of a
bankruptcy claim receivable for $3.6 million. In 2005, selling, general and administrative expenses primarily
consisted of the favorable resolution of certain operating tax issues due to the resolutions of audits.

Restructuring expenses in 2006 of $0.6 million and income in 2005 for $0.5 million was mainly due to
changes in estimates related to the termination of contractual obligations. Refer to Note 3 to the Consolidated
Financial Statements.

The gain on sale of assets of $7.6 million in 2006 related to a $4.7 million gain on the sale of broadband
fiber assets and $2.9 million of income as a result of the expiration of certain warranties and guarantees
established at the time the broadband assets were sold.
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2005 Compared to 2004
Costs and Expenses

During 2005 and 2004, selling. general, and administrative expenses primarily consisted of the reversals of
certain operating tax reserves totaling $11.2 nxillion and $3.5 million, respectively, primarily due to resolutions
of audits.

Adjustments to restructuring reserves in 2005 and 2004 resulted in income of $0.5 million and $1.8 million,
respectively, due to changes in estimates related to the termination of contractual obligations. The restructuring
credit in 2004 was offset by a corporate restructuring adjustment of $2.0 million. Refer to Note 3 to the
Consolidated Financial Statements.

Asset impatrments and other charges (gains) in 2005 and 2004 were primarily due to proceeds received
from the sale of assets previously written off,

The gain on sale of assets of $3.7 million recorded in 2004 was due to the expiration of certain indemnities
to the buyer.

Financial Condition, Liquidity, and Capital Resources

Capital Investment, Resources and Liguidity

As the Company’s businesses mature, investments in its local. wireless, and DSL networks will be focused
on maintenance. stralegic expansion, and incremental revenue-generating penetration of these services with the
bundie. cost and productivity improvements and technological enhancement initiatives undertaken to add and
retain customers on the Company’s networks.

In 2007, the Company expects to spend approximately 19% of 2007 revenue on capital expenditures,
including approximately 8% of revenue in order to construct additional data center facilities and the new third
generation (“3G™) netwark for its wircless business. Cash will also be used for the acquisition of a local cable
telecommunications business (see Note 5 to the Consolidated Financial Statements), repayments of debt and
related interest. dividends on the 6 %1% Cumulative Convertibie Preferred Stock, and working capital. As of
December 31. 2006. the Company held $79.4 million in cash and cash equivalents, which is a $53.7 million
increase compared to December 31, 2005. The Company allowed cash to accumulate rather than repay debt in
order to fund the capital expenditures in early 2007 to construct additional data center space and the 3G network.
Other than the excess cash at December 31, 2006, the Company’s primary sources of cash in 2007 will be cash
generated by operations and borrowings from the revolving credit facility under which the Company had $245.2 @
million of availability at December 31, 2006. '

N
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As of December 31, 2006, the Company had $2.1 bitlion of outstanding indebtedness and an accumulated <
2N

deficit of $3.5 bitlion. The Company incurred a significant amount of indebtedness and a subsequent ‘
accumulated deficit for the period of 1999 10 2003 from the purchase and operation of a broadband business. |

In November of 1999, the Company acquired IXC Communications, Inc. (“IXC™ for approximately
$3.2 billion. In connection with the acquisition, the Company assumed approximately $1.0 billion of debt. IXC, \
subsequently renamed BRCOM (ffk/a Broadwing Communications Inc.), provided long haul voice, data. and Internet o
service over an 18,700 mile fiber optic network. From the acquisition of BRCOM through June 2003, the Company
used a total of approximately $2.3 billion of both cash flow from its other businesses and borrowings under its credit
facilities to finance the buildout of BRCOM?s national optical network and to meet BRCOM’s other cash needs. In
2001, the business environment for BRCOM and the broader telecommunications industry deteriorated rapidly and
significantly. As a result of the acquisition of BRCOM, the Company incurred substantial operating and net losses. In
2003, the Company completed the sale of substantially all of the BRCOM assets for a cash purchase price of $82.7
million.

2006 Debt Repayments

During 2006, the Company repaid debt in the amount of $13.3 million. This debt repayment amount was
lower than in 2005 and 2004 because the Company used its cash to fund the purchases of ATI and the 19.9%
interest in CBW for $86.7 million and the wireless spectrum licenses for $37.1 million.
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As of December 31, 2006, the Company had no outstanding borrowings under its revolving credit facility
and had outstanding letters of credit totaling $4.8 million, leaving $245.2 million in additional borrowing
availability under its $250 million revolving credit facility.

The Company’s credit facility financial covenants require that the Company maintain certain leverage
ratios, interest coverage and fixed charge ratios. The facilities also contain certain covenants which, among other
things. may restrict the Company’s ability to incur additional debt or liens, pay dividends, repurchase Company
common stock, sell, transfer, lease, or dispose of assets and make investments or merge with another company. If
the Company were to violate any of its covenants and was unable to obtain a waiver, it would be considered a
default, If the Company were in default under its credit facilities, no additional borrowings under the credit
facilities would be available until the default was waived or cured. The Company’s present ability to borrow is
not compromised, as there is no such default as of the date of this filing.

Voluntary prepayments of borrowings under the credit facilities and voluntary reductions of the unutilized
parts of the credit facilitics’ commitments are, subject to proper notice, permitied at any time. The Company
expects to use cash flows generated by its operations and in excess of investing activities to reduce outstanding
indebtledness.

2005 Financing Transactions and Credit Facilities

In the first quarter of 2005, the Company completed the first of a two stage refinancing plan of its 16%
Senior Subordinated Discount Notes due 2009 (*16% Notes™). In the third quarter of 2005, the Company
completed the second stage of its plan with the refinancing of the 16% Notes. In stage one. the Company:

* paid $9.7 million in fees to the holders of the Company’s 7 2% Senior Notes due 2013 {“the 7¥a% Notes
due 2013™) for their consent to permit the Company to refinance its 16% Notes with new debt that would
be pari passu to the 7 ¥a% Notes due 2013;

* issued, on February 16, 2005, $250 million new 79 Senior Notes due 2015 (“7% Senior Notes™) and 5100
million in additional 8 ¥&% Senior Subordinated Notes due 2014 (“8¥8% Notes™) (collectively, the “New
Bonds™):

established, on February 16, 2005, a new credit facility (“Corporate credit facility™) for a $250 million
revolving line of credit that matures in February 2010

» used the proceeds from the New Bonds and borrowings from the new Corporate credit facility to repay
$438.8 million outstanding at December 31, 2004 on its previous credit facility; and

e exccuted $350 million notional interest rate swaps to change the fixed rate nature of a part of the New
Bonds and the previously outstanding 8¥3% Notes to approximate the floating rate characteristics of the
terminated credit facility.

In stage two, the Company:

e issued $400 million of new term notes (the “Tranche B Term Loan™) on August 31, 2005 under the terms
of the Corporate credit facility; and

o retired the 16% Notes for $447.8 million, including repayment of accrued interest, using the proceeds
from the Tranche B Term Loan and additional borrowings under the new Corporate credit facility.

In total, the Company recognized $99.8 million of loss upon extinguishment of debt. In the first quarter,
related to stage one of the refinancing plan. the loss was $7.9 million for the write-off of unamortized deferred
financing fees associated with the previous credit facility. In the third quarter, related to stage two of the
refinancing plan, the loss was $91.9 million, which was composed of $9.1 million for the write-off of the
unamortized deferred financing fees, $27.7 million for the write-off of the unamortized discount, and $55.1
million for the premium paid in conjunction with the extinguishment of the 16% Notes.

In addition to financial transactions consummated under the refinancing plan discussed above, during the
fourth quarter of 2005, the Company made a scheduled payment of $20 million to extinguish certain outstanding
notes of Cincinnati Bell Telephone.
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2004 Debt Repayments

During 2004, the Company used a portion of cash flow generated from operations to repay debt in the
amount of $171.8 million.

Contractual Obligations

The following table summarizes the Company’s contractual obligations as of December 3 1, 2006:

(dollars in millions) Payments Due by Period

Total <lYear 1-3Years 3-5Years Thercafter
Long-termdebt (1) ..... .. ... ... . ... .. .. .. .. .. $2,0627 $ 48 $ 80 $101.0 $1.9489
Capital leases ........................ .. ... .. . 232 25 4.8 9.2 6.7
Interest payments on long-term debt and capital leases (2) .. 12769  155.7 307.8 308.0 505.4
Noncancelable operating lease obligations ............. 2531 16.5 29.3 280 179.3
Purchase obligations (3) ............. ... .. ... .. .. 127.9 37.9 61.8 28.2 —
Accrued pension and postretirement benefits (4) ... .. .. .. 127.0 17.4 37.1 320 40.5
Other long-term labilities (5) .. ................ .. .. .. 27.0 3.1 3.1 1.6 19.2
Total ... . $3.897.8 $237.9 $451.9 $508.0 $2.700.0

(1) Long-term debt excludes net unamortized premiums and the fair vaiue of the Company’s interest rate swaps.

(2) Interest payments on long-term debt and capital leases include interest obligations on both fixed and
variable rate debt, assuming no early payment of debt in future periods. The Company used the interest rate
forward curve at December 31, 2006 to compute the amount of the contractual obligation for interest
payments on variable rate debt and interest rate swaps.

(3} Purchase obligations primarily consist of the Company’s service agreement with Convergys as discussed
below in “Commitments and Contingencies.”

(4) Amount includes $11.1 million of expected cash contributions in 2007 for postretirement benefits. Although
the Company currently expects to continue operating the plans past 2007, its contractual obligation related
to postretirement benefits only extends through the end of 2007. Amount also includes approximately $110
million of estimated cash contributions for pensicn benefits, of which $6.0 million is expected to be
contributed in 2007. The Company’s expected pension plan contributions are based on current legislation
and current actuarial assumptions. Any change in the legislation or actuarial assumptions will effect the
expected contribution amount. See below for further discussion related to the Pension Protection Act of
2006.

(5) Includes contractual obligation payments primarily related to restructuring reserves and asset removal
obligations,

The contractual obligations table is current as of December 31, 2006. The amount of these obligations can
be expected to change materially over time as new contracts are initiated and existing contracts are completed,
terminated, or modified.

The Pension Protection Act of 2006 (“the Act”) was enacted on August 17, 2006. Most of its provisions will
become effective in 2008. The Act significantly changes the funding requirements for single-employer defined
benefit pension plans. The funding requirements will now largely be based on a plan’s calculated funded status,
with faster amortization of any shortfalls or surpluses. The Act directs the U.S. Treasury Department to develop a
new yield curve to discount pension obligations for determining the funded status of a plan when calculating the
funding requirements.

Other

Labor Contract Ratification

On June 10, 2005, employees represented by the Communications Workers of America (“CWA™) ratified a
three-year labor agreement extending through May 10, 2008. The contract affects approximately 1,500 members
of the CWA Locals 4400 and 4401. Terms of the new labor contract include:

* Base pay increases for union employees of 1.75% retroactive to May 8, 2005, 2.75% effective May 14, 2006,
and 3.00% effective May 13, 2007. The previous contract provided 2.0% base pay increases every six months:
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¢ Establishment of health reimbursement accounts for future retirees with an annual account balance and a
39 inflation factor. To the extent the actual cost of health care premiums for a future retiree exceeds the
value credited to their account, the retiree will be responsible for the difference;

« Establishment of health care premium payments for active employees beginning in 2007; and

s Contribution increases of 10% to the union employees” pension plan.

Commitments and Contingencies
Commitments

In 1998, the Company entered inio a ten-year contract with Convergys Corporation (“Convergys”}), a
provider of billing, customer service and other services, which, in 2004, was extended to December 31, 2010.
The contract states that Convergys will be the primary provider of certain data processing, professional and
consuiting and technical support services for the Company within CBT’s operating territory. In return, the
Company will be the exclusive provider of local telecommunications services to Convergys. The contract
extension reduced the Company’s annual commitment in 2004 and 2005 to $35.0 million from $45.0 million.
Beginning in 2006, the minimum commitment is reduced 5% annually. The Company paid $34.3 million, $36.1
million and $37.5 million under the contract in 2006, 2005 and 2004, respectively.

Contingencies

In the normal course of business, the Company is subject to various regulatory and tax proceedings,
lawsuits, claims and other matters. The Company believes adequate provision has been made for all such asserted
and unasserted claims in accordance with accounting principles generally accepted in the United States. Such
matters are subject to many uncertainties and outcomes that are not predictable with assurance.

In re Broadwing Inc. Securities Class Action Lawsuits, (Gallow v. Broadwing Inc., et al), U.8. District Court,
Southern District of Ohio, Western Division, Case No. C-1-02-795

Between October and December 2002, five virtually identical class action lawsuits were filed against _
Broadwing Inc. and two of its former Chief Executive Officers in U.S. District Court for the Southern District of
Ohio.

These complaints were filed on behalf of purchasers of the Company’s securities between January 17, 2001 and
May 20, 2002, inclusive, and alleged violations of Section 10(b) and 20(a) of the Securities and Exchange Act of
1934 by, inter alia, (1) improperly recognizing revenue associated with Indefeasible Right of Use (“IRU™)
agreements; and (2) failing to write-down goodwill associated with the Company’s 1999 acquisition of 1XC
Comumunications, Inc. The plaintiffs sought unspecified compensatory damages, attorney’s fees, and expert expenses.

On April 28, 2006, the Company and plaintiffs entered into a Memorandum of Understanding (“MOU™),
which set forth an agreement in principle to settle this matter. For these lawsuits and the derivative complaint
discussed below, the Company reserved $6.3 million in the first quarter of 2006 to reflect its contribution to the
settlement fund and to cover other settiement-related expenses. Under the MOU agreement, the Company and
certain of its insurance carriers agreed to contribute a total of $36 million to settle the claims in this matter and
obtain in exchange a release of all claims from the class members.

On July 12, 2006, the Company and plaintiffs entered into a definitive Stipulation and Agreement of
Settlement reflecting the terms of the above-referenced MOU. On July 21, 2006, Judge Rice issued a Preliminary
Order approving the notice and proof of claim forms to be mailed to class members and scheduled a Settlement
Fairness Hearing. The Settlement Fairness Hearing took place on September 6, 2006. On December 1, 2006, all
objections to the proposed settlement were withdrawn and the court gave final approval of the settlement and
dismissed all claims with prejudice.
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In re Broadwing Inc. Derivative Complaint, (Garlich v. Broadwing Inc., et al), Hamilton County Court of
Common Pleas, Case No. A0302720.

‘This derivative complaint was filed against Broadwing Inc. and ten of its current and former directors on
April 9, 2003 alleging breaches of fiduciary duty arising out of the same allegations discussed in In re
Broadwing Inc. Securities Class Action Lawsuits above. Pursuant to a stipulation between the parties,
defendants were not required, absent further order by the Court, to answer, move, or otherwise respond to this
complaint until 30 days after the federal court rendered a ruling on the defendants’ motion to dismiss in /n re
Broadwing Inc. Securities Class Action Lawsuits.

On April 28, 2006, the Company and plaintiffs entered into a MOU, which sets forth an agreement in
principle to settle this matter. For this derivative lawsuit and the lawsuits discussed above, the Company reserved
$6.3 million in the first quarter of 2006 to reflect its contribution to the settlement fund and to cover other
settlement-related expenses. On July 12, 2006, the Company and plaintiffs entered into a definitive Stipulation
and Agreement of Settlement reflecting the terms of the MOU. The Settlement Fairness Hearing took place on
September 6, 2006 and the court has issued an order approving the Stipulation and Agreement of Settlement as
submitted by the parties. Accordingly, this case has been dismissed with prejudice.

In re Broadwing Inc. ERISA Class Action Lawsuits, (Kurtz v. Broadwing Inc., et al), U.S. District Court,
Southern District of Ohio, Western Division, Case No, C-1 -02-857.

Between November 18, 2002 and March 17, 2003, five putative class action lawsuits were filed against
Broadwing Inc. and certain of its current and former officers and directors in the United States District Court for
the Southern District of Ohio. Fidelity Management Investment Trust Company was also named as a defendant in
these actions.

These cases, which purport 10 be brought on behalf of the Cincinnati Bell Inc. Savings and Security Plan,
the Broadwing Retirement Savings Plan, and a class of participants in the Plans, generally alleged that the
defendants breached their fiduciary duties under the Employee Retirement Income Security Act of 1974
(“ERISA”) by improperly encouraging the Plan participant-plaintiffs to elect to invest in the Company stock fund
within the relevant Plan and by improperly continuing to make employer contributions to the Company stock
fund within the relevant Plan.

On February 22, 2006, the Company entered into a Stipulation and Agreement of Settlement of ERISA
Actions (the “Agreement”) providing for the settlement of the consolidated case with no finding or admission of
any wrongdoing by any of the defendants in the lawsuit. Under the Agreement, defendants were obligated to pay
$11 million, which payment has been made on their behalf by their insurers, to a fund to settle the claims of, and
obtain a release of all claims from, the class members. On March 13, 2006, the Court issued an order giving
preliminary approval of the Agreement and scheduled a Settlement Fairmess Hearing. The Settlement Fairness
Hearing took place on June 22, 2006. On October 5, 2006, the Court issued a final order approving the
Stipulation and Agreement of Settlement as submitted by the parties. Accordingly, this case has been dismissed
with prejudice.

Freedom Wireless vs. BCGI, et al U.S. District Court, District of Massachusetts, Case No. 05-110620-EFH.

On September 16, 2005, Freedom Wireless filed a patent infringement action against 24 wireless service
providers, including CBW. The suit alleged that the defendant wireless service providers were in violation of a
patent owned by Freedorn Wireless. CBW obtained its rights to use the technology in question through Boston
Communications Group Inc. (“BCGI"). BCGI has acknowledged its obligation to indemnify CBW in accordance
with the terms of the license agreement. This lawsuit was preceded by a direct patent infringement suit against
BCGI by Freedom Wireless, in which BCGI was found liable. On July 21, 2006, BCGl issued a press release
indicating that it had reached a settlement agreement with Freedom Wireless in the underlying patent
infringement action. On October 16, 2006, Freedom Wireless filed a Notice of Dismissal dismissing with
prejudice all patent infringement claims against CBW arising from the alleged patent infringement by BCGL
Accordingly, the Company considers this case to be closed.
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Off-Balance Sheet Arrangements

The Company is a party to off-balance sheet arrangements, consisting of certain indemnifications related to
the sale of the broadband assets in 2003 and the Company’s future obligation to sell common shares through
exercise of outstanding warrants.

Indenmifications

During the normal course of business, the Company makes certain indemnities, commitments and
guarantees under which it may be required to make payments in relation to certain transactions. These include
() intellectual property indemnities to customers in connection with the use, sales and/or license of products and
services, (b) indemnities to customers in connection with losses incurred while performing services on their
premises, (c) indemnities to vendors and service providers pertaining to claims based on negligence or willful
misconduct of the Company, and {d) indemnities involving the representations and warranties in certain
contracts. In addition, the Company has made contractual commitments to several employees providing for
payments upon the occurrence of certain prescribed events. The majority of these indemnities, commitments, and
guarantees do not provide for any limitation on the maximum potential for future payments that the Company
could be obligated to make. Except for amounts recorded in relation to insured losses, the Company has not
recorded a liability for these indemnities, commitments, and other guarantees in the Consolidated Balance
Sheets. except as described below.

The Company indemnified the buyer of the broadband assets against certain potential claims, but all
indemnifications have expired except for those related to title and authorization. The title and authorization
indemnification was capped at 100% of the purchase price of the broadband assets, which is approximately $71
million.

In order to determine the fair value of the indemnity obligations, the Company performed a probability-
weighted discounted cash flow analysis, utilizing the minimum and maximum potential claims and several
scenarios within the range of possibilities. In 2006, the Company decreased the liability related to the indemnity
obligations from $4.1 million to $1.2 million and recorded $2.9 million of income as a result of the expiration of
certain warranties and guarantees. This income was included in “Gain on sale of broadband assets” in the
Consolidated Statement of Operations. During 2005, no additional representations or warranties expired. In 2004,
the Company decreased the liability related to the indemnity obligations to $4.1 million due to the expiration of
the general representations and warranties and no broker warranties, and recorded $3.7 million as “Gain on sale
of broadband assets” in the Consolidated Statement of Operations.

Additionally, in 2004, the Company paid $2.7 million related to indemnity obligations under a legal
settlement agreement,

Warrants

As part of the issuance of the 16% Notes in March 2003, the purchasers of the 16% Notes received
17.5 million common stock warrants to purchase one share of Cincinnati Bell common stock at $3.00 each,
which expire in March 2013. Of the 1otal gross proceeds received for the 16% Notes, $47.5 million was allocated
to the fair value of the warrants using the Black-Scholes option-pricing model. This value less applicable
issuance costs was recorded to “Additional paid-in capital” in the Consolidated Balance Sheet. Warrants for
50,000 shares were exercised in 2005, with no exercises occurring in 2006 or 2004,

Cash Flow
2006 Compared to 2005

1

In 2006, cash provided by operating activities totaled $334.7 million, an increase of $12.4 million compared
{0 the $322.3 million provided by operating activities during 2005. The increase was generated by working
capital improvements, partially offset by lower operating cash generated from the Local segment due to access
line losses and shareholder claim payments of $6.3 million (See Note 12 to the Consolidated Financial
Statements).

38




Cash utilized in investing activities in 2006 was $260.0 million, an increase of $117.3 million compared to
the $142.7 million wiilized in 2005, The increase predominately relates to the acquisitions of ATI and the 19.9%
minority interest in CBW for $86.7 million and the purchase of wireless licenses in the FCC auction for $37.1
million. Capital expenditures increased slightly in 2006 compared to last year. Proceeds from the sale of
broadband fiber assets were $4.7 million during 2006, Proceeds from the sale of an investment were $5.7 million
in 2006.

Cash flows used in financing activities decreased $157.8 million to a net outflow of $21.0 million in 2006
from an outflow of $178.8 million during 2005. During 2006, the Company funded the acquisitions of Cingular’s
19.9% interest in CBW and AT1 and the purchase of the wireless licenses, which decreased the Company’'s
repayment of debt as compared to 2005. The Company repaid $13.3 million in debt in 2006. During 2003, the
Company received $752.1 million of cash proceeds from the issuance of the 7% Senior Notes, additional 8 ¥:%
Notes and new bank term notes. In addition, during 2005, the Company repaid $903.3 million in borrowings,
substantially all of which was the prepayment of borrowings under its term and revolving credit facilities and its
16% Notes, using the net cash proceeds discussed above. In conjunction with the debt issuance and repayments
in 2003, the Company incurred debt issuance costs and consent fees of $21.9 million. Preferred stock dividends
of $10.4 million were paid during each of 2006 and 2003.

2005 Compared to 2004

Cash provided by operating activities for 2005 totaled $322.3 million, an increase of $21.6 million
compared to the $300.7 million provided by operating activities during 2004. This increase resulted primarily
from an increase in cash earnings (net income less non-cash items) and favorable changes in working capital.
Refer to the Consolidated Statements of Cash Flows for further details.

The Company’s 2005 capital expenditures of $143.0 million were $9.1 million higher than 2004 capital
expenditures of $133.9 million. The increase was primarily due to business transformation projects associated
with the Company’s 2004 restructuring charge and mandated wireless investments, partially offset by decreased
CBTS expenditures due to higher 2004 additions for data center facilities. In 2004, the Company received $3.3
miltion from the sale of certain assets of CBTS and Public, generally consisting of operating assets outside its
current operating area.

During 2005, the Company received $352.1 million of cash proceeds from the issuance of the new 7%
Notes and the 8 ¥3% Notes and $400.0 million from the Tranche B Term Loan issued under the Corporate credit
facility in August 2005. The Company repaid $903.3 million of borrowings during 2005, most of which was the
$438.8 million prepayment of borrowings under its previcus credit facilities in February 2005 and the $440.1
million repurchase of the 16% Notes in August 2005. Debt issuance costs and consent fees totaled $21.9 million
in 2005. Preferred stock dividends of $10.4 million were paid during both 2005 and 2004,

Critical Accounting Policies and Estimates

The preparation of consolidated financial statements requires the Company to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenue, and expenses. Additionally, the
Company’s senior management has discussed the critical accounting policies and estimates with the Audit and
Finance Committee. The Company’s significant accounting policies are summarized in Note 1 1o the
Consolidated Financial Statements.

The discussion below addresses major judgments used in:

* revenue recognition;

* accounting for allowances for uncollectible accounts receivable;

* reviewing the carrying values of goodwiil and indefinite-lived intangible assets;
* reviewing the carrying values of property, plant, and equipment;

* accounting for business combinations;

* accounting for taxes; and
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* accounting for pension and postretiremenlt expenses.

Revenue Recognition — The Company recognizes revenue as services are provided. Local and special
access fees, which are billed monthly, and prepaid wireless receipts are collected in advance, but the revenue is
not recognized until the service is provided. Postpaid wireless. long distance, switched access, data center
management services, reciprocal compensation. and data and Internet product services are billed monthly in
arrears. The Company bills service revenue in regular monthly cycles, which are spread throughout the days of
the month. As the last day of each billing cycle rarely coincides with the end of the Company’s reporting period
for usage-based services such as postpaid wireless, long distance. and switched access, the Company must
estimate service revenues earned but not vet billed. The Company bases its estimates upon historical usage and
adjusts these estimates during the period in which the Company can determine actual usage, typically in the
following reporting period.

Advanced billings for customer wireline phone service connection and activation are deferred and amortized
into revenue on a straight-line basis over the average customer life. The associated connection and activation
costs, 1o the extent of the upfront fees, are also deferred and amortized on a straight-line basis over the average
customer life. For wireless activation revenue, since activation costs exceed activation revenues, both the
activation revenue and associated costs are recorded upon the sale of the wireless bandsel

With respect 1o arrangements with multiple deliverables, the Company follows the guidance in EITF 00-21,
“Revenue Arrangements with Multiple Deliverables,” to determine whether more than one unit of accounting
exists in an arrangement. To the extent that the deliverables are separable into multiple units of accounting. total
consideration is allocated to the individual units of accounting based on their relative fair value, determined by
the price of each deliverable when it is regularly sold on a stand-alone basis. Revenue is recognized for each unit
of accounting as delivered or as service is performed depending on the nature of the deliverable comprising the
unit of accounting.

The Company recognizes equipment revenue generally upon the performance of coniractual obligations,
such as shipmenl, delivery, installation or customer acceptance. The Company is a reseller of IT and telephony
equipment and considers the criteria of EITF 99-19, “Reporting Revenue Gross as a Principal versus Net as an
Agent,” when recording revenue, such as title transfer, risk of product loss, and collection risk. Based on this
guidance, these equipment revenues and associated costs have generally been recorded on o gross basis. rather
than recording the revenues net of the associated costs.

Pricing of local services is generally subject to oversight by both state and federad regulatory commissions.
Such regulation also covers services, competition and other public policy issues. Various regulatory rulings and
interpretations could result in adjustments to revenue in future periods. The Company monitors these proceedings
closely and adjusts revenue accordingly.

Accounting for Atlowances for Uncollectible Accounts Receivable — The Company established the
allowances for uncollectible accounts using percentages of aged accounts receivable balances to reflect the
historical average of credit losses as well as specific provisions for certain identifiable. potentially uncollectible
balances. The Company believes its allowance for uncollectible accounts is adequate based on these methods.
However, if one or more of the Company’s larger customers were to default on its accounts receivable
obligations or if general economic conditions in the Company’s operating area deteriorated. the Company could
be exposed to potentially significant losses in excess of the provisions established. Substantially all of the
Compuany's outstanding accounts receivable balances are with entities located within its geographic operating
areas. Regional and national telecommunications companies account for the remainder of the Company’s
accounts receivable balances. No one entity or collection of tegally affiliated entities represents 10% or more of
the outstanding accounts receivable balances,

Reviewing the Carrying Values of Goodwill and Indefinite-Lived Intangible Assets — Pursuant to
Statement of Financial Account Standards No. 142, “Goodwill and Other Intangible Assets™ (“SFAS 1427),
goodwill and intangible assets not subject to amortization are tested for impairment annually, or when events or
changes in circumstances indicate that the asset might be impaired.
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Substantially all of the Company’s goodwill relates to its Wireless segment. The Company estimated the fair
value of CBW based on expected future cash flows generated by CBW discounted at 10%. The estimated fair
value of CBW was higher than its carrying value, and, as such, there was no indication of impairment in 2006.

Indefinite-lived intangible assets consist of FCC licenses for spectrum and trademarks for the Wireless
segment. The Company may renew the wireless licenses in a routine manner every ten years for a nominal fee,
provided the Company continues to meet the service and geographic coverage provisions required by the FCC.
The fair value of the licenses was determined by using the “Greenfield” method, an income based approach. The
fair value of the trademarks were determined by using the relief-from-royalty method, which estimates the
present value of royalty expense that could be avoided in the operating business as a result of owning the
respective asset or technology. The fair value of the licenses and trademarks were higher than its carrying value.
and, as such, there was no indication of impairment in 2006,

Reviewing the Carrying Values of Property, Plant and Equipment — The Company’s provision for
depreciation of its telephone plant is determined on a straight-line basis using the group depreciation method.
Provision for depreciation of other property, other than leasehold improvements, is based on the straight-line
method over the estimated economic useful life. Depreciation of leasehold improvements is based on a straight-
line method over the lesser of the economic useful life or term of the lease, including option renewal periods if
renewal of the lease is probable or reasonably assured. Repairs and maintenance expense items are charged to
expense as incurred,

The Company estimates the useful lives of plant and equipment in order 10 determine the amount of
depreciation expense to be recorded during any reporting period. The majority of the Local segment plant and
equipment is depreciated using the group method, which develops a depreciation rate (annually) based on the
average useful life of a specific group of assets rather than for each individual asset as would be utilized under
the unit method. The estimated life of the group changes as the composition of the group of assets and their
related lives change. Such estimated life of the group is based on historical experience with similar assets, as well
as taking into account anticipated technological or other changes. If technological changes were to occur more
raptdly than anticipated, or in a different form than anticipated, the useful lives assigned to these assets may need
Lo be shortened, resulting in the recognition of increased depreciation expense in future periods. Likewise. if the
anticipated technological or other changes occur more slowly than expected, the life of the group could be
extended based on the life assigned to new assets added to the group. This couid result in a reduction of
depreciation expense in future periods. A one-year decrease or increase in the useful life of these assets would
increase or decrease annual depreciation expense by approximately $10 million.

The Company reviews the carrying value of long-lived ussets, other than goodwill and indefinite-lived
intangible assets discussed above, when events or changes in circumstances indicate that the cartying amount of
the assets may not be recoverable, In assessing impairments, the Company follows the provisions of Statement of
Financial Accounting Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”,
An impairment loss is recognized when the estimated future undiscounted cash flows expected to result from the
use of an asset (or group of assets) and its eventual disposition are less than its carrying amount. An impairment
loss is measured as the umount by which the asset’s carrying value exceeds its estimated fair value.

During the fourth quarter of 2003, the Company shortened the estimated remaining economic useful life of
its legacy TDMA wireless network to December 31, 2006 due to the expected migration of its TDMA customer
base to its GSM network. The Company made the decision in the first quarter of 2005 to retire certain TDMA
assets in order (o optimize its TDMA network performance. As a result of this early retirement of assets, in the
first quarter of 2005 the Company recorded a charge of $23.7 million under the caption “Asset impairments and
other charges.” In the second quarter of 2005, the useful life of certain of the remaining TDMA assets was
shortened from the December 31, 2006 date being used, and depreciation was accelerated. The change in
depreciation expense due to the change in estimate in the second quarter decreased 2005 operating income and
net income by $7.7 million and $4.6 million, respectively: basic and diluted earnings per share were decreased by
$0.02 per share as a result of this change in estimate. In the fourth quarter of 2005, due to the rapid migration of
TDMA customers to the Company’s GSM network and decreased revenue per remaining TDMA subscriber, the
Company determined that the carrying value of the TDMA assets was not recoverable from the estimated future
undiscounted cash flows resulting from the use of the assets. Therefore. an impairment charge of $18.6 million
was recorded in the fourth quarter of 2005 10 record the TDMA assets at fair value. The Company calculated the
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fair value of the assets based on the appraised amount at which the assets could be sold in a current transaction
between willing parties. The impairment charge was recorded in the Consolidated Statements of Operations
under the caption “Asset impairments and other charges.” After the impairment charges, the carrying value of the
TDMA assets was less than $1 million at December 31, 2005.

To satisfy increasing demand for existing voice minutes of use by customers as well as to provide enhanced
data services such as streaming video, the Company intends to construct a 3G network and deploy it on the newly
purchased AWS spectrum. Due to this implementation, lives of certain GSM assets were shortened and
depreciation has been accelerated based on the new useful life. The increase in depreciation due to this
acceleration was approximately $1.3 million in the fourth quarter of 2006.

If technological changes were to occur more rapidly than expected, it may have the effect of shortening the
estimated depreciable life of other network and operating assets that the Company employs. This could have a
substantial impact on the consolidated depreciation expense and net income of the Company. Competition from
new of more cost effective technologies could affect the Company’s ability to generate cash flow from its
network-based services. This competition could ultimately result in an impairment of certain of the Company’s
tangible or intangible assets. This could have a substantial impact on the operating results of the consolidated
Company.

Accounting for Business Combinations — In accounting for business combinations, the Company applies
the accounting requirements of Statement of Financial Accounting Standards No. 141, “Business Combinations”,
which requires the recording of net assets of acquired businesses at fair value. In developing estimates of fair
value of acquired assets and assumed liabilities, the Company analyzes a variety of factors including market data,
estimated future cash flows of the acquired operations, industry growth rates, current replacement cost for fixed
assets. and market rate assumptions for contractual obligations. Where the business combination is of significant
magnitude, the Company engages third-party appraisal firms to assist management in determining the fair values
of tangible and intangible assets and liabilities. Such a valuation requires management to make significant
estimates and assumptions, especially with respect to the intangible assets.

In determining the fair value of the Company’s intangible assets associated with the purchases of ATI and
the remaining minority interest in CBW, the Company utilized several valuation methods:

o Excess earnings method: This method was used to determine the fair value of the Company’s customer
relationships. This method estimates the present value of future cash flows attributable to the Company’s
customer base and requires estimates of the expected future earnings and remaining useful lives of the
customer relationships.

* Relief-from-royalfty: This method, used to determine the fair value of the Company’s trademarks,
estimates the present value of royalty expense that could be avoided in the operating business as a result of
owning the respective asset or technology.

* Greenfield: The Company’s licenses were valued using the Greenfield method, which utilizes a
discounted cash flow analysis assuming a “start up” business, in which the only assets of the business at
start up are assumed to be the FCC licenses to be valued.

Changes to the assumptions the Company used to estimate fair value could impact the recorded amounts for
acquired assets and liabilities, including property, plant and equipment, intangible assets and goodwill.
Significant changes to these balances could have a material impact on the Company’s future reported results.

Accounting for Taxes
Income Taxes

The income tax provision consists of an amount for taxes currently payable and an amount for tax
consequences deferred to future periods. The Company’s previous tax filings are subject to normal reviews by
regulatory agencies until the related statute of limitations expires. The Company believes an adequate provision
has been made for all open tax years in accordance with SFAS No. 5. The ultimate resolution of these issues may
differ from the amounts currently estimated, in which case an adjustment would be made to the tax provision in
that period. See “Recently Issued Accounting Standards™ below for further discussion of FASB Interpretation
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No. 48 “Accounting for Uncertainty in Income Taxes—an interpretation of FASB 109" (“FIN 48"), which
changes the requirements for recognition of tax benefits associated with tax deductions,

In February 2006. the Kentucky Revenue Cabinet issued state tax regulations, which may limit the
Company’s abtlity to use its state net operating loss carryforwards against future state taxable income. The
Company recorded a one-time income tax charge of $3.6 million in the first quarter of 2006.

As of December 31, 2006. the Company had $694.7 million in net deferred tax assets, which includes
approximately $1.6 billion in gross federal tax net operating loss carryforwards, with a deferred tax asset value of
approximately $559.4 million. The tax loss carryforwards are available to the Company to offset taxable income
in current and future periods. The Company utilized approximately $52.7 million of net federal tax net operating
loss carryforwards during 2006. The majority of the remaining tax loss carryforwards will expire between 2017
and 2023 and are not currently limited under U.S. tax laws. The ultimate realization of the deferred income tax
assets depends upon the Company's ability to generate future taxable income during the periods in which basis
differences and other deductions become deductible and prior ta the expiration of the net operating loss
carryforwards. Based on current income levels and anticipated future reversal of existing temporary differences,
the Company expects to utilize its federal net operating loss carryforwards within their expiration periods.

In addition to the federal tax net operating loss carryforwards, the Company has state and tocal net operating
loss carryforwards with a deferred tax asset value of approximately $155.3 million, alternative minimum tax
credit carryforwards of approximately $6.7 million, and deferred tax temporary differences and other tax
attributes of approximately $124.0 million. A valuation allowance of $150.7 million is provided at December 31,
2006 against certain state and local net operating losses and other deferred tax assets due to the uncertainty of the
Company’s ability to utilize the assets within the statutory expiration period.

The Company determines the effective tax rate by dividing income tax expense by income before taxes as
reported in its Consolidated Statement of Operations. For reporting periods prior to the end of the Company’s
fiscal year, the Company records income tax expense based upon an estimated annual effective tax rate. This rate
is computed using the Statutory tax rat¢ and an estimate of annual net income adjusted for an estimate of
non-deductible expenses.

Refer to Note 13 to the Consolidated Financial Statements for further information regarding the Company’s
income taxes,

Operating taxes

The Company incurs certuin operating taxes that are reported as expenses in operating income, such as
property, sales, use, and gross receipts taxes. These taxes are not included in income tax expense because the
amounts to be paid are not dependent on the level of income generated by the Company. The Company also
records expense against operating income for the establishment of liabilities related to certain operating tax audit
exposures. These liabilities are established based on the Company’s assessment of the probability of payment.
Upon resolution of an audit, any remaining liability not paid is released and increases operating income. The
Company recognized expense of $2.1 million in 2006 and income of $14.4 million in 2005 and $4.4 million in
2004 upon resolution of operating tax audits, net of new liabilities established.

Accounting for Pension and Postretirement Expenses — The Pension Protection Act of 2006 (the “Act™)
was enacted on August 17, 2006, Most of its provisions will become effective in 2008. The Act significantly
changes the funding requirements for single-employer defined benefit pension plans. The funding requirements
will now largely be based on a plan's calculated funded status, with faster amortization of any shortfalls or
surpluses. The Act directs the U.S. Treasury Department to develop a new yield curve to discount pension
obligations for determining the funded status of a plan when calculating the funding requirements. The Company
has projected $6.0 million of expected cash contributions in 2007 for pension benefits. Based on current
assumptions, the Company believes it will pay an estimated $110 million to fund its pension plans during the
period 2007 to 2016.

In October 2006, the FASB issued Statement of Financial Accounting Standards No. 158, “Employer's
Accounting for Defined Benefit Pension and Other Postretirement Plans—an amendment of FASB Statements
No. 87, 88, 106, and 132(R)" (“SFAS 158"). SFAS 158 requires the Company to recognize the overfunded or
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underfunded status for the Company’s benefit plans, with changes in the funded status recognized as a separate
component to sharcowners’ equity. SFAS 158 also requires the Company to measure the funded status of the
benefit plans as of the year-end balance sheet date no later than 2008. Effective December 31, 2006, the
Company adopted SFAS 158. See Note 9 to the Consolidated Financial Statements.

The Company sponsors three noncontributory defined benefit pension plans: one for eligible management
employees, one for non-management employees and one supplemental, nonqualified, unfunded plan for certain
senior executives. The Company also provides health care and group life insurance benefits for eligible retirees.
The key assumptions used to account for the plans are disclosed in Note 9 to the Consolidated Financial
Statements. The actuarial assumptions attempt to anticipate future events and are used in calculating the expenses
and liabilities related to these plans. The most significant of these numerous assumptions, which are reviewed
annually, include the discount rate, expected long-term rate of return on plan assets and health care cost trend
rates.

Discount rate

A discount rate is selected annually to measure the present value of the benefit obligations. In determining
the selection of a discount rate, the Company estimates the timing and amounts of expected future benefit
payments and applies a yield curve developed to reflect yields available on high-quality bonds. Based on the
analysis, the discount rate was set at 5.75% for all of the plans as of December 31, 2006. The discount rate was
set at 5.50% for all of the plans as of December 31, 2005. At December 31, 2004, the discount rates were set at
5.50% and 5.75% for the pension plans and postretirement plans, respectively.

Expected rate of return

The expected long-term rate of return on plan assets, developed using the building block approach, is based
on the following: the participant’s benefit horizons; the mix of investments held directly by the plans, which is
generally 60% equities and 40% bonds; and the current view of expected future returns, which is influenced by
historical averages. The required use of an expected versus actual long-term rate of return on plan assets may
result in recognized pension expense or income that is greater or less than the actual returns of those plan assets
in any given year. Over time, however, the expected long-term returns are designed to approximate the actual
long-term returns. To the extent the Company changed its estimate of the expected long-term rate of return on
plan assets, there would be an impact on pension expense or income and the associated net liability or asset. The
Company uses an assumed long-term rate of return of 8.25% for the Company’s pension and postretirement
trusts. Actual asset returns for the pension trusts, which represent almost 90% of invested assets, were
approximately 13% in 2006 and 7% in 2005.

In its pension calculations, the Company utilizes the market-related value of plan assets, which is a
calculated asset value that recognizes changes in asset fair values in a systernatic and rational manner.
Differences between actual and expected returns are recognized in the market-related value of plan assets over
five years.

Health care cost trend

The Company’s health care cost trend rate is developed on historical cost data, the near-term outlook, and
an assessment of likely long-term trends. The health care cost trend rate used to measure the postretirement
health benefit obligation at December 31, 2006 was 10.0% and is assumed to decrease gradually to 4.5% by the
year 2013.
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The actuarial assumptions used may differ materially from actual results due to the changing market and
economic conditions and other changes. Revisions to and variations from these estimates would impact assets,
liabilities, costs of services and products and sciling, general and administrative expenses.

The following table represents the sensitivity of changes in certain assumptions related to the Company’s

pension and postretirement plans:

Postretirement and Other

% Point
(dotlars in millions) Change
Discountrate ........................ +/- 0.5%
Expected return onassets ............... +-0.5%
Health care costtrendrate .............. +/- 1%

Pension Benefits Benefits
Increase/ Increase/ Increase/ Increase/
(Decrease) in (Decrease) (Decrease) in (Decrease)
Obligation ob Expense Obligation on Expense
$(24.2)/21.7 $(0.3)/00 $20.2/(19.2) $0.9/(0.9)
nfa $2.1/2.1 nfa  $0.3 /(0.3)
n/a nfa $34.6/(29.1) $2.9/2.3)

The assumption for cost sharing with retirees is also important to determining the postretirement and other
benefits expense, The Company s collectively bargained-for labor contracts have historically had limits on the
Company-funded portion of retiree medical cosis (referred to as “caps™). However, the Company had waived the
premiums in excess of the caps for bargained-for retirees who retired during the contract period. Similar benefits
have been provided to non-barguined retirecs. Prior to December 3 1. 2004. the Company’s actuarial calculation
of retiree medical costs included the assumption that the caps were in place in accordance with the terms of the

collectively bargained-for agreement.

Effective December 31, 2004, based on its past practice of waiving the retiree medical cost caps, the
Company began accounting for its retiree medical benefit obligation as if there were no caps. The accounting
using this assumption remained in effect through May 2005.

In May 2005, the Company reached an agreement with the union for bargained-for employees as to the
terms of a new labor contract. Employees retiring under the new agreement are provided Company-sponsored
healthcare through the use of individual Health Reimbursement Accounts ("HRAs™}, which provides for
Company contributions of u fixed amount per retiree that the retiree can use to purchase their healthcare from
among the various plans offered. The Company agreed to increase the HRA amount annually over the life of the
tabor agreement. The retiree pays for healthcare premiums and other costs in excess of the HRA amount.
Contrary to past pructice, no agreement was made to waive the implementation of this cost-sharing feature.
Based on this new agreement, effective June 1. 2005, the Company modified its assumptions for the actuarial
calculation of retiree medical costs. including assumptions regarding cost sharing by retirees. Postretirement
medical and other expenses were $335.3 million, $35.9 million, and $21.5 million for the years ended
December 31, 2006. 2003, and 2004, respectively. The assumption change for cost sharing with retirees was the
primary cause Tor the $14.4 million increase in postretirement and other bencfits expense in 2005 compared to

2004,

At December 31, 2006, the Company had unrecognized net losses of $74.7 million for the pension plans and
$79.8 million for the postretirement and other benefit plans. The unrecognized net losses have been primarily
gencrated by changes in previous years related to discount rates, asset return differences and actual health care
cosls. Because gains and losses reflect refinements in estimates as well as real changes in economic values and
because some gains in one period may be oftsel by losses in another or vice versa, the Company is not required
to recognize these gains and losses in the period that they occur. Instead, if the gains and losses exceed a 10%
corridor defined in the accounting literature, the Company amortizes the excess over the average remaining
service period of active employees expected to receive benefits under the plun.
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Regulatory Matters and Competitive Treads

Federal — The Telecommunications Act of 1996 was enacted with the goal of establishing a
pro-competitive, deregulatory framework to promote competition and investment in advanced
lelecommunications facilities and services to all Americans. Since 1996, federal regulators have considered a
multitude of proceedings ostensibly aimed at fulfilling the goals of the Act and this process is continuing through
numerous proceedings currently before the FCC and the federal courts. Although the Act culled for a
deregulatory framework. the FCC’s approach has been to maintain significant regulatory restraints on the
traditional incumbent local exchange carriers while opening up oppertunities for new competitive entrants and
services with minimal regulation such as cable modem broadbund providers and VolIP providers. While
Cincinnati Bell has expanded beyond its incumbent local exchinge operations by offering wireless, long
distance. broadband service, Internet access and out-of-territory competitive local exchange services, the
majority of its revenue is still derived from its traditional local exchange services. The financial impuct of the
various federal proceedings will depend on many factors including the extent of competition in our market and
the timing and outcome of the FCC’s decisions and any appeals from those decisions.

Intercarrier Compensation

Current rules specify different means of compensating carriers for the use of their networks depending on
the type of traffic and technology used by the carriers. The FCC has opened a proceeding to consider various
plans that have been proposed for revising the disparate intercarrier compensation system into a unified regime
that treats all traffic in a uniform manner. The outcome of this proceeding could have significant impacts on all
carriers and will probably be phased-in over a five to ten year period. This proceeding impacts the switched
access and end-user components of CBT's revenue.

Reciprocal Compensation

Although the topic of reciprocal compensation will ultimately be addressed within the broader intercarrier
compensation proceeding mentioned above, the FCC adopted an order which in the short-term directly impacted
the rules for the termination of 1SP-bound dial-up traffic. The previous rules capped the total number of minutes
that could be compensated (“growth cap™} and limited compensation to markets in which the carriers previously
exchanged traffic (“new markets rule™). The FCC’s new order eliminated the growth cap and the new markets
rule. This deciston could increase the amount that CBT must pay to CLECs with which it exchanges such traffic.
However, several carriers have sought reconsideration of the decision by the FCC and other carriers have filed
appeals with the federal court,

VolP

During 2004 the FCC declared that VolP services are interstate services and purported 1o preempt state
regulation. In addition. the FCC has considered several petitions asking it to rule on whether and under what
circumstances voice services utilizing Internet Protocol (IP) are subject to access charges. It has ruled that
peer-to-peer Internet voice services that do not use the public switched telephone network ("PSTIN™) are not
subject to access charges. Separately, it has ruled that services that originate and terminate on the PSTN but
employ IP in the middle are subject to access charges. The FCC is still considering other VolP petitions,
including one that seeks to exempt from access charges calls that originate using VolP, but terminate on the
PSTN. In addition, the FCC is considering a broader rulemaking proceeding 1o determine the regulatory status of
IP-enabled services generally.

Special Access

In early 2005 the FCC opened a proceeding to review the current special access pricing rules. Under the
existing rules. CBT’s special access services are subject to price cap regulation with no earnings cap. The new
proceeding is examining the entire special access pricing structure, including whether or not to reinstate an
earnings cap.
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Universal Service

The federal Universal Service Fund is currently funded via an assessment on all telecommunications
carriers’ interstate end-user revenue. The FCC is currently considering alternatives to this method of funding.
Some of the alternatives being considered include expanding the base to include intrastate revenue or switching
to an assessment based on connections and telephone numbers. Any such alteration could result in a change in
the manner in which carriers recover their contributions from end users.

Unbundled Network Elements

In early 2005, the FCC rewrote its unbundled network element rules in response to the federal court’s
remand of the previous rules. The latest rules have no significant impact on CBT. However, the elimination of
unbundled circuit switching, and thus the UNE platform (“UNE-P"), required CBET to migrate its UNE-P lines
to alternative arrangements by March 11, 2006 and/or to negotiate with the underlying ILEC for continued
provision of UNE-P, which CBET did pursuant to a commercial agreement. This is not expected to have a
significant adverse impact on CBET since CBET had already planned to migrate the majority of its customers to
its own switching facilities.

Broadband Internet Access

In an order adopted in the third quarter of 2005, the FCC provided wireline carriers the option of offering
broadband Internet access as a non-regulated information service (comparable treatment to cable modem Internet
access) or as a regulated telecommunications service. Each option has associated costs and benefits that must be
weighed in light of a carrier’s current mix of existing services and new services the carrier may be contemplating
offering in the future.

FCC Inquiry Regarding Safeguards to Protect Customer Proprietary Network Information (“CPNI”')

By letter dated March 10, 2006, the Enforcement Bureau of the FCC directed the Company to provide
information and documents necessary for the Bureau to determine whether the Company has implemented
adequate safeguards and/or taken appropriate security measures pursuant to section 222 of the Communications
Act of 1934, as amended, to protect customer proprietary network information (“CPNI”). The Company timely
submitted its response. On October 25, 2006, the FCC issued a follow up letter asking for additional information.
The Company responded to the FCC’s subsequent letter on November 21, 2006.

State — Because CBT generates the majority of its revenue from the operation of its public switched
telephone network, its financial results follow no particular seasonal pattern. CBT does derive a significant
portion of its revenue from pricing plans that are subject to regulatory overview and approval. In both Ohio and
Kentucky, CBT operates under alternative regulation plans in which CBT cannot increase the price of basic local
services and is subject to restrictions on its ability to increase the price of other related services. In return, CBT is
not subject to an earnings cap or recapture in Ohio, as it would if regulated under a traditional regulatory plan
based upon a targeted rate of return. CBT has operated under alternative regulation plans since 1994 during
which price increases and enhanced flexibility for a limited number of services have partially offset the effect of
fixed pricing for basic local service and reduced pricing for other, primarily wholesale services.

In June 2004, CBT adopted a new alternative regulation plan in Ohio, which, although similar to its
previous plan, gives CBT the option to remain in the alternative regulation plan indefinitely. Also, CBT’s new
plan requires the Local segment to operate as a CLEC in service areas outside of CBTs traditional ILEC
franchise area. For approximately the past six years, CBT has offered local services, primarily on its own
facilities-based network, to Ohio communities contiguous to its ILEC territory. Tn Dayton, the Local segment has
provided its voice services offering using the port-loop-transport combination (UNE-P) as well as the UNE-L
regulatory format. On February 4, 2005, the FCC released its unbundled network elements order on remand
which will effectively abolish UNE-P as a regulated service and has left each carrier to negotiate new pricing
arrangements under commercial agreements. The Local segment has entered into such an agreement; however, it
does not expect the profitability of its Dayton local operations to change substantially because the segment had
planned to migrate the provisioning of service to UNE-L, which is a more economic service delivery model as
the segment has gained customers.
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Statutory changes enacted by the Ohio General Assembly in August 2005 give the Public Utilities
Commission of Ohio (the “PUCQ”") the authority to provide ILECs with pricing flexibility for basic local rates
upon a showing that consumers have sufficient competitive alternatives (House Bill 218). In May 2006, the
PUCO adopted rules in accordance with the new law to establish more detailed requirements for Ohio ILECs to
apply for this additional pricing flexibility. On August 7, 2006, the Company applied for authority to increase its
rates for basic local exchange service in certain of its exchanges. In November 2006, the PUCO granted the
Company’s application. In January 2007, the PUCO denied a request, by the Ohio Consumer Counsel, for a
re-hearing.

Recently Issued Accounting Standards
Staff Abcounting Bulletin No. 108 '

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, “Considering the Effects of Prior
Year Misstatements When Quantifying Misstatements in Current Year Financial Statements,” (“SAB 108")
which provides interpretive guidance on how registrants should quantify financial statement misstatements.
Under SAB 108, registrants are required to consider both a “rollover” method, which analyzes the impact of the
misstatement on the financial statements based on the amount of the error originating in the income statement
being analyzed, and the “iron curtain” method, which analyzes the impact of the misstatement on the financial
statements based on the cumulative effect of the error on the income statement being analyzed. The transition
provisions of SAB 108 permit a registrant to adjust retained earnings for the cumulative effect of immaterial
errors relating to prior years. The Company was required to adopt SAB 108 in 2006,

As of December 31, 2006, the Company has recorded a net adjustment of $9.0 million to opening retained
earnings comprised of $14.2 million in operating tax liabilities, net of expected refunds, offset by the income tax
effects of $5.2 million. The Company has determined that its past filing positions should have resulted inan
accrual of a contingent liability in prior years. Historically, the Company has evaluated uncorrected differences
utilizing the rollover approach. The Company believes the impact of not recording the operating taxes was not
material to prior fiscal years under the rollover method. However, under SAB 108, adopted in 2006, the
Company must assess materiality using both the rollover method and the jron-curtain method, which resulted in
the $9.0 million adjustment to opening retained earnings. ‘

The expense from the cumulative error arose from the following periods:

(doltars in millions} : 2005 2004 Prior to 2004
Expense adjustment before income taxes ................. $5.3  $3.1 $5.8
Expense adjustment after income taxes .................. $3.3 520 $3.7

The after-tax amounts for 2006 associated with the first three quarters of the year were $0.9 million in the
first quarter, $0.9 million in the second quarter, and $0.6 million in the third quarter, and have been determined to
be immaterial to those quarters. Accordingly, the entire impact for 2006 has been recorded in the fourth quarter.

The Company believes it has meritorious defenses related to the payment of these operating taxes and
intends to defend its position in order to limit the ultimate payment of the fees.

Other Recently Issued Accounting Standards

In February 2006, the FASB issued Statement of Financial Accounting Standards No. 155, “Accounting for
Certain Hybrid Financial Instruments: an amendment of FASB Statements No. 133 and 140.” The objective of
the Statement is to simplify accounting for certain hybrid financial instruments, eliminate interim guidance in
Statement 133 Implementation Issue No. D1 “Application of Statement 133 to Reneficial Interests in Securitized
Financial Assets,” and eliminate a restriction on the passive derivative instruments that a qualifying special-
purpose entity may hold. This Statement is effective for all financial instruments acquired or issued after the
beginning of the entity’s first fiscal year that begins after September 15, 2006. Implementation of this Statement
is not expected to have a material impact on the Company’s financial statements.

In June 2006, the FASB ratified Emerging Issues Task Force Issue No, 06-3, “How Taxes Collected from
Customers and Remitted to Governmental Authorities Should Be Presented in the Income Statement” (“EITF
06-37). This guidance requires that taxes imposed by a governmental authority on a revenue producing

48




transaction between a seller and a customer should be shown in the income statement on either a gross or net
basts, based on the entity’s accounting policy. This policy should be disclosed pursuant to Accounting Principles
Board Opinion No. 22, “Disciosure of Accounting Policies.” In addition, any such taxes that are reported on a
gross basis, if material, should be disclosed. EITF 06-3 will be effective for interim and annual reporting periods
beginning after December 15, 2006. Implementation of this Statement is not expected to have a material impact
on the Company’s financial statements.

In July 2006, the FASB issued FIN 48, which clarifies the accounting for income taxes by prescribing the
minimum recognition threshold as “more-likely-than-not” that a tax position must meet before being recognized
in the financial statements. FIN 48 also provides guidance on derecognition, classification, interest and penalties,
accounting for income taxes in interim periods, financial statement disclosure and transition rules. Under this
Interpretation, a Company determines whether it is more likely than not that a tax position will be sustained upon
examination by respective taxing authorities, including resolution of any litigation. A tax position that meets the
more likely than not recognition threshold is measured to determine the amount of benefit to recognize in the
financial statements. The tax position is measured at the largest amount of benefit that is more likely than not
realized. The Company will be required to adopt the provisions of FIN 48 related to all of the Company’s tax
positions in the fiscal year beginning January 1, 2007. The cumulative effect of applying the provisions of the
Interpretation will be reported as an adjustment to the opening balance of retained earnings. The Company has
not yet completed its evaluation of FIN 48,

In September 2006, FASB ratified Emerging Issues Task Force Issue No. 06-1, “Accounting for
Consideration Given by a Service Provider to Manufacturers or Resellers of Equipment Necessary for an
End-Customer to Receive Service from the Service Provider” (“EITF 06-1"). This guidance requires the
application of EITF 01-9, “Accounting for Consideration Given by a Vendor to a Customer”(“EITF 01-9), when
consideration is given to a reseller or manufacturer for benefit to the service provider’s end customer. EITF 01-9
requires the consideration given be recorded as a liability at the time of the sale of the equipment and, also,
provides guidance for the classification of the expense. EITF 06-1 is effective for the first fiscal year that begins
after June 15, 2007. Implementation of this Statement is not expected to have a material impact on the
Company’s financial statements.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value
Measurements” (“SFAS 157”). The objective of the Statement is to define fair value, establish a framework for
measuring fair value and expand disclosures about fair value measurements. SFAS 157 will be effective for
interim and annual reporting periods beginning after November 15, 2007. The Company has not yet assessed the
impact of this Statement on the Company’s financial statements.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, “The Fair Value
Option for Financial Assets and Financial Liabilities” (“SFAS 159”). The Statement permits entities to choose to
measure many financial instruments and certain other items at fair value that are not currently required to be
measured at fair value. The objective is to improve financial reporting by providing entities with the opportunity
to mitigate volatility in reported eamnings caused by measuring related assets and liabilities differently without
having to apply complex hedge accounting provisions. SFAS 159 will be effective for the first fiscal year that
begins after November 15, 2007. The Company has not yet assessed the impact of this Statement on the
Company’s financial statements.
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Private Securities Litigation Reform Act of 1995 Safe Harbor Cautionary Statement

This Form 10-K contains “forward-looking” statements, as defined in federal securities laws including the
Private Securities Litigation Reform Act of 1995, which are based on Cincinnati Bell Inc.’s current expectations,
estimates and projections. Statements that are not historical facts, including statements about the beliefs,
expectations and future plans and strategies of the Company, are forward-looking statements. These include any
statements regarding:

future revenue, operating income, profit percentages, income tax refunds, realization of deferred tax
assets, earnings per share or other results of operations; '

the continuation of historical trends;

the sufficiency of cash balances and cash generated from operating and financing activities for future
liquidity and capital resource needs;

the effect of legal and regulatory developments; and

the economy in general or the future of the communications services industries.

Actual results may differ materially from those expressed or implied in forward-looking statements. The
following important factors could cause or contribute to actual results being materially different from those
described or implied by such forward-looking statements include, but are not limited to:

changing market conditions and growth rates within the telecommunications industry or generally within
the overall economy;

world and national events that may affect the Company’s ability to provide services or the market for
telecommunication services;

changes in competition in markets in which the Company operates;

pressures on the pricing of the Company’s products and services;

advances in telecommunications technology:

the ability to generate sufficient cash flow to fund the Company’s business plan and maintain its networks;
the ability to refinance the Company's indebtedness when required on commercially reasonable terms;
changes in the telecommunications regulatory environment;

changes in the demand for the services and products of the Company;

the demand for particular products and services within the overall mix of products sold, as the Company’s
products and services have varying profit margins; '

the Company’s ability to introduce new service and product offerings in a timely and cost effective basis;
work stoppages caused by labor disputes;

restrictions imposed under various credit facilities and debt instruments;

the Company’s ability to attract and retain highly qualified employees; and

the Company’'s ability to access capital markets and the successful execution of restructuring initiatives.

You are cautioned not to place undue reliance on these forward-looking statements, which speak only as of
the date of this report. The Company does not undertake any obligation o update any forward-looking
statements, whether as a result of new information, future events or otherwise.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Interest Rate Risk Management — The Company’s objective in managing its exposure to interest rate
changes is to limit the impact of interest rate changes on earnings, cash flows, and the fair market value of certain
assets and liabilities, while maintaining low overall borrowing costs.

Because the Company is exposed to the impact of interest rate fluctuations, primarily in the form of variable
rate borrowings from its credit facility and changes in current rates compared to that of its fixed rate debt, the
Company sometimes employs derivative financial instruments to manage its exposure to these fluctuations and
its total interest expense over time. The Company does not hold or issue derivative financial instruments for
trading purposes or enter into transactions for speculative purposes.

Interest rate swap agreements, a particular type of derivative financial instrument, involve the exchange of
fixed and variable rate interest payments between the Company and its counterparties in the transactions and do
not represent an actual exchange of the notional amounts between the parties. Because the notional amounts are
not exchanged, the notional amounts of these agreements are not indicative of the Company’s exposure resulting
from these derivatives. The amounts to be exchanged between the parties are primarily the net result of the fixed
and variable rate percentages to be charged on the swap’s notional amount.

In June 2004, the Company entered into a series of fixed-to-variable interest rate swaps with total notional
amounts of $100 million that qualify for fair value hedge accounting. In February and March 2005, in
conjunction with the Company’s 2005 refinancing pian, an additional $350 million in fixed-to-variable interest
rate swaps were executed which were also designated as fair value hedges. Fair value hedges offset changes in
the fair value of underlying assets and liabilities. The Company’s interest rate swaps at December 31, 2006 and
2005 are recorded at their fair value, and the carrying values of the underlying liabilitics hedged (the 7% Notes
and 8¥8% Notes) are adjusted by the same corresponding value in accordance with Statement of Financial
Accounting Standard No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS 133").

The fair value of the interest rate swap contracts was a liability of $13.5 million and $10.2 million at \‘

December 31, 2006 and 2005, respectively. A hypothetical 10% change in market interest rates at December 3|
2006 and 2005 would change the fair value of the interest rate swap contracts by approximately $13 million and
$12 million. respectively.

»

The following table sets forth the face amounts, maturity dates and average interest rates for the fixed and
variable-rate debt, excluding capital leases, net unamortized premiums and the fair value of the interest rate
swaps, held by the Company at December 31, 2006:

Fair

(dollars in millions) 2007 @ 2009 2010 2011  Thereafter Total Value
Fixed-rate debt: ...................... o3 - - — — $1,6669 $1,667.7 $1,708.6
Average interest rate on fixed-rate debt ... 63% — — — 7.6% 7.6% —
Variable-rate debt: .. ... . ... . . .. ..... $4.0 $40 $4.0 $40 $97.0 $ 2820 $ 3950 $ 3950
Average interest rate on variable-rate debt

(D) 6.9% 69% 6.9% 6.9% 6.9% 6.9% 6.9% —

i
(1) Based on Libor rate in effect at December 31, 2006. ¥

At December 31, 2005, the carrying value and fair value of fixed-rate debt was $1,670.6 million and
$1,655.1 million, respectively, and the carrying value and fair value of variable-rate debt was $401.1 million and
$404.1 million, respectively. Including the impact of the interest rate swap agreements, approximately 60% of
the Company’s indebtedness was based on fixed interest rates at December 31, 2006 and 2005, respectively.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Cincinnati Bell Inc. and its subsidiaries (the “Company”} is responsible for establishing
and maintaining adequate internal control over financial reporting as defined in Rule 13a — 15(f) under the
Securities Exchange Act of 1934, The Company’s internal control system is designed to produce reliable
financial statements in conformity with accounting principles generally accepted in the United States,

Management assessed the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006. In making this assessment, management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSQ) in Internal Control — Integrated Framework.
Based on this assessment, management has concluded that, as of December 31, 2006, the Company’s internal
control over financial reporting is effective based on those criteria.

The Company’s independent registered public accounting firm, Deloitte & Touche LLP, has issued an audit
report on management’s assessment of the Company’s internal control over financial reporting. This report is
included on page 54.

March 1, 2007

/sf John F. Cassidy
John F. Cassidy
President and Chief Executive Officer

/s/ Brian A. Ross
Brian A. Ross

Chief Financial Officer \
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareowners of Cincinnati Bell Inc,

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control Over Financial Reporting, that Cincinnati Bell [nc. and subsidiaries (the “Company”)
maintained effective internal control over financial reporting as of December 31, 2006, based on criteria
established in Internal Control—integrated Framework issued by the Commiittee of Sponsoring Organizations of
the Treadway Commission. The Company’s management is responsible for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal contro! over financial reporting.
Our responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of
the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors. management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail.
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring QOrganizations of
the Treadway Commission. Also in our opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2006, based on the criteria established in fnternal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements and financial statement schedules as of and for the year
ended December 31, 2006 of the Company and our report dated March [, 2007 expressed an unqualified opinion
on those financial statements and financial statement schedules and included an explanatory paragraph regarding
the Company’s adoption of Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year
Misstatements when Quantifving Misstatements in Current Year Financial Statements, elected application
effective January 1. 2006, FASB Statement No. 123(R) (revised 2004), Share Based Payment, effective
January 1. 2006, and FASB Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans., an amendment of FASB Statements No. 87, 88, 106, and 132(R), effective December 31,
2006.

/s/ Deloitie & Touche LLP
Cincinnati, Ohio
March 1, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareowners of Cincinnati Bell Inc.

In our opinion, the accompanying consolidated statements of operations, shareowners' equity (deficit) and
comprehensive income (loss) and cash flows for the year ended December 31, 2004, present fairly, in all material
respects, the shareowners’ deficit of Cincinnati Bell Inc. and its subsidiaries at December 31, 2004, and the
results of their operations and cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America. In addition, in our opinion, the financial statement schedule
listed in the Index at Item 15 presents fairly, in all material respects, the information set forth therein as of and
for the year ended December 31, 2004. These financial statements and {inancial statement schedule are the
responsibility of the Company’s management. Qur responsibility is to express an opinion on these financial
statements and financial statement schedule based on our audit. We conducted our audit of these statements in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

fsf  PricewaterhouseCoopers LLP

Cincinnati, Qhio
March 14, 2005, except for Note 18, which is as of July 5, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareowners of Cincinnati Bell Inc.

We have audited the accompanying consolidated batance sheets of Cincinnati Bell Inc. and subsidiaries (the
“Company™) as of December 31, 2006 and 2005, and the related consolidated statements of operations,
shareowners™ equity (deficit) and comprehensive income (loss) and cash flows for the years then ended. Our
audits also included the financial statement schedules (Schedule 1) as of and for the years ended December 31,
2006 and 2005. These financial statements and financial statement schedules are the responsibility of the
Company’s management. Our responsibility is to express an opinion on the financial statements and financial
statement schedules based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financia! statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Cincinnati Bell Inc. and subsidiaries at December 31, 2006 and 2005, and the results of their
operations and their cash flows for the years then ended, in conformity with accounting principles generally
accepted in the United States of America. Also, in our opinion, such financial statement schedules, when
considered in relation to the basic consolidated financial statements taken as a whole, present fairly, in all
material respects, the information set forth therein as of and for the years ended December 31, 2006 and 2005,

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2006, Cincinnati Bell
Inc. elected application of Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements and FASB Statement
No. 123(R)} (revised 2004}, Share Based Payment. As discussed in Note 9 to the consolidated financial
statements, the Company adopted the provisions of FASB Statement No. 158, Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106,
and 132(R), effective December 31, 20006,

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States). the effectiveness of the Company’s internal control over financial reporting as of December 31,
2006, based on the criteria established in Internal Control—Integrated F ramework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated March 1, 2007 expressed an
unqualified opinion on management’s assessment of the effectiveness of the Company’s internal control over
financial reporting and an unqualified opinion on the effectiveness of the Company’s internal control over
financial reporting.

/s Deloitte & Touche LLP

Cincinnati, Ohio
March 1, 2007
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Cincinnati Bell Inc.

CONSOLIDATED STATEMENTS OF QPERATIONS
(Millions of Dollars, Except Per Share Amounts)

Year Ended December 31,

2006 2005 2004
Revenue
SEIVICES oot $1,100.2 51,0769 $1,1084
Products . ... .o 169.9 132.7 98.7
Totalrevenue . . ....... .. ... .. L 1,270.1 1,209.6 1,207.1
Costs and expenses
Costofservices ... ... o i 384.8 363.5 361.5
Costofproductssold .............. ... ... .. ... . ... . .. . . ... 183.5 148.8 119.9
Selling, general and administrative ............... .. ... ... ... ... ... 2442 221.0 227.6
Depreciation ... . .. . . 138.6 174.7 178.6
AMOTHZAUON ... ... ..o 4.4 — 9.1
Shareholder claim sewlement .......... ... .. .. ... . ... . ... .. .. .. .. . 6.3 — —
Restructuring charges .......... ... ... . . 34 1.1 11.6
Asset impairments and othercharges . .................. . . ... ... .. .. — 41.7 32
Gain on sale of broadband assets . ................ ... ... . . ... ... (7.6) — (3.7)
Total operating costs and expenses ... ................ ... ... .. 957.6 950.8 907.8
Operatingincome . ... ... ... . ... . . . . .. . ... . ... ... ... .. . 3125 258.8 299.3
Minority interestincome ......... ... ... . ... . .. .. (0.5) (11.0} (0.5)
Interest eXpense .. ... 162.1 184.4 203.3
Loss on extinguishmentof debt ........... ... ...... ... .. ... .. . . 0.1 99.8 —
Otherincome, net ......... ... ... ... .. (3.8) (4.2) (3.8) /
Income (loss) before income taxes ............... ... . ... . ... .. ... .. . 154.6 (10.2) 100.3 |
Income tax expense _....... ... . 68.3 54.3 36.1 ‘
Netincome (loss) ............... ... ... ... . ... ... . ... ... ... 86.3 {64.5) 64.2 ! -
Preferred stock dividends ......... ... . ... . ... ... . ... . ... . .. .. ... 10.4 10.4 10.4 ‘ o)
Net income (loss) applicable to common shareowners . . ... .........._ . § 759 5 (749 % 538 . 3'
Basic earnings (loss) per commonshare ............ ... ... .. .. ... .. $§ 031 $ (030) $ 022 : ’E*
Diluted earnings (loss) per common share ............. ... ... ... . . .. $ 030 $ (030 $§ 021 AN
[
Weighted average common shares outstanding (millions) j
Basic ... 246.8 2459 245.1 |
Diluted ... 253.3 245.9 250.5 \

The accompanying notes are an integral part of the consolidated financial statements.
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Cincinnati Bell Inc.

CONSOLIDATED BALANCE SHEETS
(Millions of Dollars, Except Share Amounts)

As of December 31,

2006 2005
Assets
Current assets
Cash and cash equivalents .. ... .. ... . e $ 794 § 257
Receivables, less allowances of $15.2and $14.3 .. ... ... i 161.9 160.9
Materials and SUPPIIES - oottt 249 19.8
Deferred income tax benefits, Ml . .. .ot i e e e 63.3 71.0
Prepaid expenses and other CUITENT ASSELS ... ... .. vur e in e 17.9 16.1
TOta] CUTTENE AISSEIS + v o v o v ettt it e vt e e am it i an s nn s 347.4 293.5
Property, plant and equIpMEnt. MEL ... ... .. oot §18.8 800.4
GoodWill .« . o e e e 53.3 409
Intangible assels. MEL . . ...\ttt e e 112.9 61.3
Deferred income tax benefits, NEL . ... oo vt n i e ia st 6314 609.6
OtheT NOMCUITEIL ASSELS  « « o v v et vt s s e e ettt et in s mm e 50.0 57.6
TO ASSELS & o o v v v vttt e e e e e e e e $2013.8 $1,8633
Liabilities and Shareowners’ Deficit
Current liabilities
Current portion of long-term debt . ... ... i $ 73 ¢ 113
ACCOUNES PAYADIE . . L.t 74.1 69.8
Current portion of unearned revenue and customer deposits ...............oovvve 429 39.7
ACCTURA TAXES .+ e ot vt et e e ettt i e e e e ta e e 52.8 30.2
ACCIIEd IMIEEESL . oo vttt ettt e e e 52.1 50.8
Accrued payroliand benefits .. ... ... i 43.8 336
Other current Habilitles . . .ottt e e i i 459 421
Total current Habiliies . ..o vt e e it 318.9 277.5
Long-term debt. less CUtrent POrtion .. ... ... uimnni i 2,065.9 20734
Accrued pension and postretirement benefits ... ... 359.6 160.3
Other noncurrent Habilities . .. .. o i e 61.0 61.6
Total HabiHUES .+ - oo o e et e e e et 2,805.4 2,572.8
MIBOFILY INLETESE + « o . oot et e et e an e it s — 28.2
Commitments and contingencies
Shareowners’ deficit
Preferred Stock, 2,357,299 shares authorized; 155,250 (3,105,000 depositary shares)
of 6¥1% Cumulative Convertible Preferred Stock issued and outstanding at
December 31, 2006 and 2005; liquidation preference $1,000 per share (350 per
depositary SRAre) ... ...t e 129.4 129.4
Common shares, $.01 par value: 480,000,000 shares authorized; 255,669,983 and
255.049.733 shares issued; 247.471,538 and 247,163,452 outstanding at
December 31,2006 and 2005 .. .. .o . i e 26 26
Additional paid-incapital .. ... . i 29249 29299
Accumulated defiCIl . oo vttt e e e e (3,527.2) (3,604.5)
Accumuiated other comprehensive 10Ss ... .. (174.5) (49.6)
Common shares in treasury, at cost:
8,198,445 and 7,886,281 shares at December 31,2006and 2005 ................ (146.8) (145.5)
Total shareowners' defiCit .. ... it et e (791.6) (737.7)
Total liabilities and shareowners’ deficit ... .. ... . i e, $2,0138 §1.863.3

The accompanying notes are an integral part of the consolidated financial statements.
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Cincinnati Bell Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Milliens of Dollars)

Year Ended December 31,

2006

2005

2004

Cash flows from operating activities

Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by operating
activities

.................................................... $ 863 $ (645 § 642

Depreciation . ... .. .. 138.6 1747 178.6
AMOTUZANON .. ... 4.4 — 9.1
Gain on sale of broadband assets . ................... ... .. .. . . .. . ... 7.6) — 3.7
Asset impairments and other charges .. .. .............. ... .. ... ... — 41.7 32
Loss on extinguishment of debt ........ ... . ... .. . .. .. .. .. .. . .. . 0.1 99.8 —
Provision for loss onreceivables .................... ... . ... .. ... . . 14.0 14.3 16.0
Noncash interestexpense ............................ ... .. .. ... . . 4.9 224 35.2
Minority interestincome ............ ... ... ... ... . . .. .. ... ... (0.5) (11.0) (0.5)
Deferred income tax expense, including valuation allowance change ......... 62.4 52.5 328
Other,met ... .. (2.1 (0.1) 0.2
Changes in operating assets and liabilities
Increase inreceivables . ......... ... .. . .. {15.0) (33.5) 0.7
(Increase) decrease in prepaid expenses and other current assets ............. (6.2) 2.1 3.9
Increase (decrease) in accounts payable ... ... .. ... ... ... ... .. ... ... 4.1 109 (0.8)
Increase (decrease) in accrued and other current liabilities .................. 233 (13.4) (10.9}
Increase in accrued pension and postretirement benefits .. .. ............ ... 28.1 323 12.4
Increase in other assets and liabilities, net . .................... ... .. . . (0.1) (1.7) (18.3)
Net cash provided by operating activities .................... . ... ... .. 3347 3223 300.7
Cash flows from investing activities
Capital expenditures . .......... .. ... .. . (151.3y  (143.0) (133.9)
Acquisitions of business and remaining minority interest in CBW ... . ... ... . 86.7) — —
Wireless license purchase ........... .. ... ... . . .. . ... . ... .. . . (37.) — —
Proceeds from sale of out-of-territory operating assets ..................... — — 33
Proceeds from sale of investment ............ ... ... ... .. .. .. ... . . 5.7 — —
Proceeds from sale of broadband assets ... ............... ... ... ... 4.7 — —
Other,net ... o 4.7 0.3 6.3
Net cash used in investing activities ............. ... ... . .. ... . ... ... (260.0) (142.7) (124.3)
Cash flows from financing activities
Issuance of long-termdebt ............ .. ... ... .. ... ... . .. ... .. — 752.1 —
Repaymentofdebt ......... .. .. ... . ... ... .. . .. .. .. .. .. ... (13.3) (903.3) (171.8)
Debt issuance costs and consent fees ................. ... ... ... .. . — (219 —
Issuance of common shares — exercise of stock options . .................. 1.9 2.5 24
Preferred stock dividends . ........... ... .. ... .. .. .. ... ... .. ... (10.4) (10.4) (10.4)
Other ..o 0.8 22 23
Net cash used in financing activities ................. ... ... ... . . (21.0y (178.8) (177.5)
Net increase (decrease) in cash and cash equivalents .................. ...... 53.7 0.8 (1.1)
Cash and cash equivalents at beginning of year .. .. .............. ... ... 25.7 249 26.0

Cash and cash equivalents at end of year

.................................. $ 794 § 257 § 249

The accompanying notes are an integral part of the consolidated financial statements.
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COMPREHENSIVE INCOME (LOSS}

Cincinnati Bell Inc.

CONSOLIDATED STATEMENTS OF SHAREOWNERS’ EQUITY (DEFICIT) AND

(in Millions)
6¥%1% Cumulative
Convertible Common pe
Additional
Preferred Shares Shares Pald-in

Accumulated Comprehensive

Accumulated

Other

Treasury
Shares

Shares Amount Shares Amount  Capital Deficit Loss Shares Amount Total

Balance at

December 31, 2003 3.1 $1294 2523 $2.5 $2,940.7 $(3,604.2) $ (2.3) (7.9)  $(145.5) $(679.4)
Netincome ........... — -— — —_ — 64.2 — — — 64.2
Additional minimum

pension liability

adjustment, net of

taxesof $2.2 ........ — — — —_ — — 3.2) —-— — (3.2)
Comprehensive income 61.0
Shares issued under

employee plans . ..... — — 0.9 — 36 — — — 0.1 3.7
Restricted stock grant

and amortization ... .. - — 0.1 — 0.6 — — — — 0.6
Dividends on 6 ¥a%

preferred stock ... ... — —_ — — (10.4) — — — — (10.4)
Balance at

December 31, 2004 3.1 1294 2533 2.5 29345 (3,540.0) (5.5) (79)  (1454) (624.5)
Netloss o.oovvuneonnn —_ — — — — (64.5) _ — —_ (64.5)
Additionat minimum

pension liabikity

adjustment, net of

taxes of $24.6 ..., — — — — — -— (44.1} — — @4
Comprehensive loss {108.6)
Shares issued under

employee plans and

other . ....ocovvvnnns — — 0.9 0.1 4.0 — — — 0.1} 4.0
Restricted stock grant

and amortization ... .. — — 0.8 — 1.8 — — — — 1.8
Dividends on 6 %1%

preferred stock . ... ... — — — — (10.4) — — — — (10.4)
Balance at

December 3, 2005 3.1 1204  235.0 2.6 29299 (3.604.5) (49.6) (7.9) (1455 (7377
Adjustment 10 opening

accumulated deficit, net

oftaxesof $5.2 . ..... —_ — — — — (9.0) — — —_ 9.0)
Netincome ........... — —_ — — — 86.3 — — — 86.3
Additional minimum

pension liability

adjustment, net of

taxesof $(1.4) ....... — — — — —— — 2.2 — — 22
Comprehensive income 88.5
Shares issued/(purchased}

under employee plans

and other ........... — — 0.5 — 2.6 — —_ (0.3) (1.3) 1.3
Restricted stock grant

and amortization . .. .. — — 02 — 2.0 — — — — 2.0
Dividends on 6 ¥1%

preferred stock .. ... .. — — — — (10.4) —_ — — —_ (10.4)
Adjustment to initially

apply SFAS No. 158,

net of taxes of $73.3 .. — — — — — — (127.1) (127.1)
Other .......coovvenn- — — — — 0.8 — — — — 0.8
Balance at

December 31, 2006 3.1 $120.4 2557 $2.6 $2,924.9 $(3,527.2) $(174.5) (8.2) $(146.8) $(791.6)

The accompanying notes are an integral part of the consolidated financial statements,
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Notes to Consolidated Financial Statements

1. Description of Business and Significant Accounting Policies

Description of Business — Cincinnati Bell Inc. (the “Company”) provides diversified telecommunications
services through businesses in five segments: Local, Wireless, Technology Solutions (formerly referred 1o as
Hardware and Managed Services), Other and Broadband. In 2003, the Company sold substantially all of the
assets of the broadband business, which is reported in the Broadband segment.

The Company generates substantially all of its revenue by serving customers in the Greater Cincinnati and
Dayton, Ohio areas. An economic downturn or natural disaster occurring in this limited operating territory could
have a disproportionate effect on the Company’s business, financial condition, results of operations and cash flows
compared to similar companies of a national scope and similar compantes operating in different geographic areas.

Additionally, the Company is subject to concentration risk with respect to its workforce, in that approximately
50% are party to collective bargaining agreements. A dispute or failed renegotiation of the collective bargaining
agreements could have a material adverse effect on the business.

Basis of Presentation — The consolidated financial statements of the Company have been prepared
pursuant to the rules and regulations of the Securities and Exchange Commission (“SEC")} in accordance with
accounting principles generally accepted in the United States of America. Certain prior year amounts have been
reclassified to conform to the current year classifications.

Basis of Consolidation — The consolidated financial statements include the consolidated accounts of
Cincinnati Bell Inc. and its majority-owned subsidiaries over which it exercises control. Intercompany accounts
and transactions have been eliminated in the consolidated financial statements.

Use of Estimates — Preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
amounts reported. Actual results could differ from those estimates.

Cash Equivalents — Cash equivalents consist of short-term, highly liquid investments with original
maturities of three months or less.

Accounts Receivables — Accounts receivables consist principally of trade receivables from customers and
are generaily unsecured and due within 30 days. Unbilled receivables arise from services rendered but not yet
billed. As of December 31, 2006 and 2005, unbilled receivables totaled $25.3 million and $23.1 million,
respectively. Expected credit losses related to trade receivables are recorded as an allowance for uncollectible
accounts in the Consolidated Balance Sheets. The Company establishes the allowances for uncoilectible accounts
using percentages of aged accounts receivable balances to reflect the historical average of credit losses as well as
specific provisions for certain identifiable, potentially uncollectible balances. When internal collection efforts on
accounts have been exhausted, the accounts are written off by reducing the allowance for uncollectible accounts.

Materials and Supplies — Materials and supplies consist of wireless handsets, wireline network components,
various finished goods to be sold to customers, telephony inventory including maintenance inventory and inventory
in transit, and other materials and supplies, which are carried at the lower of average cost or market,

Property, Plant and Equipment — Property, plant and equipment is stated at original cost and presented
net of accumulated depreciation and impairment charges. The majority of the Local segment plant and equipment
is depreciated using the group method, which develops a depreciation rate (annually) based on the average useful
life of a specific group of assets rather than for each individual asset as would be utilized under the unit method.
The estimated life of the group changes as the composition of the group of assets and their related lives change.
Provision for depreciation of other property, other than leasehold improvements, is based on the straight-line
method over the estimated economic useful life. Depreciation of leasehold improvements is based on a straight-
line method over the lesser of the economic useful life or term of the lease, including option renewal periods if
renewal of the lease is reasonably assured.

Additions and improvements, including interest and certain labor costs incurred during a construction
period, are capitalized, while expenditures that do not enhance the asset or extend its useful life are charged to
operaling expenses as incurred. Interest is capitalized on the carrying values of both wireless licenses and
equipment during the construction period of new network assets in accordance with Statement of Financial
Accounting Standards No. 34, “Capitalization of Interest Cost.” Capitalized interest for 2006, 2005, and 2004
was $1.0 million, $0.6 million, and $0.6 million, respectively.
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The Company records the fair value of a legal liability for an asset reticement obligation in the period it is
incurred. The removal cost is initially capitalized and depreciated over the remaining life of the underlying asset.
The associated liability is accreted to its present value each period. Once the obligation is ultimately settled, any
difference between the final cost and the recorded liabitity is recognized as income or loss on disposition,

Goodwill and Indefinite-Lived Intangible Assets — Goodwill represents the excess of the purchase price
consideration over the fair value of assets acquired recorded in connection with purchase business combinations.
Indefinite-lived intangible assets consist of Federal Communications Commission (“FCC™) licenses for wireless
spectrum and trademarks of the Wireless segment. The Company may renew the wireless licenses in a routing
manner every ten years for a nominal fee, provided the Company continues to meet the service and geographic
coverage provisions required by the FCC.

Goodwill and intangible assets not subject to amortization are tested for impairment annually, or when
events or changes in circumstances indicate that the asset might be impaired. The impairment test for goodwill
involves comparing the estimated fair value of the reporting unit based on discounted future cash flows to the
unit’s carrying value. The impairment test for indefinite-lived intangibles consists of comparing the estimated
fair value of the intangible asset to its carrying value. For 2006 and 2005, the carrying values were lower than the
estimated fair values, and no impairment charges were recorded. In 2004, the Company recorded an impairment
charge of $2.4 million in the Consolidated Statements of Operations.

Long-Lived Assets, Other than Goodwill and Indefinite-Lived Intangibles — The Company reviews the
carrying value of long-lived assets, other than goodwill and indefinite-lived assets discussed above, when events
or changes in circumstances indicate that the carrying amount of the assets may not be recoverable. An
impairment loss is recognized when the estimated future undiscounted cash flows expected to result from the use
of an asset (or group of assets) and its eventual disposition are less than the carrying amount. An impairment loss
is measured as the amount by which the asset’s carrying value exceeds its fair value.

The Company retired certain Time Division Multiple Access (“TDMA”) network assets resulting in a
charge of $23.7 million in the first quarter of 2005, Remaining TDMA assets were determined to be impaired in
the fourth quarter of 2003, resulting in a charge of $18.6 million. These charges were included in “Asset
impairments and other charges” in the Consolidated Statements of Operations. The Company calculated the fair
value of the assets based on the appraised amount at which the assets could be sold in a current transaction
between willing parties.

Investments — The Company has certain investments that do not have readily determinable fair market
values. Investments over which the Company exercises significant influence are recorded under the equity
method. The carrying value of equity method investments totaled $0.6 million at December 31, 2006 and $0 at
Decermber 31, 2005, Investments in which the Company owns less than 20% and cannot exercise significant
influence over the investee operations are recorded at cost. The carrying value of these investments was
approximately $1.8 million and $4.6 million as of December 31, 2006 and 2003, respectively. Investments are
reviewed annually for impairment. If the carrying value of the investment exceeds its estimated fair value and the
decline in value is determined to be other-than-lemporary, an impairment loss is recognized for the difference.
The Company estimates fair value using external information and discounted cash flow analyses. During 2006,
the Company sold a cost investment and recorded a gain of $3.2 million. Also in 2004, the Company received a
return on capital on an investment and recorded a gain of $3.2 million. These gains are reflected in the
Consolidated Statements of Operations under the heading “*Other income, net.”

Revenue Recognition — The Company recognizes revenue as services are provided. Local and special
access fees, which are billed monthly, and prepaid wireless receipts are collected in advance, but the revenue is
not recognized until the service is provided, Postpaid wireless, long distance, switched access, data center
management services, reciprocal compensation, and data and Internet product services are billed monthly in
arrears. The Company bills service revenue in regular monthly cycles, which are spread throughout the days of
the month. As the day of each billing cycle rarely coincides with the end of the Company's reporting period for
usage-based services such as postpaid wireless, long distance, and switched access, the Company must estimate
service revenues earned but not yet billed. The Company bases its estimates upon historical usage and adjusts
these estimates during the period in which the Company can determine actual usage, typically in the following
reporting period.
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Advanced billings for customer wireline phone service connection and activation are deferred and amortized
into revenue on a straight-line basis over the average customer life, The associated connection and activation
costs, to the extent of the upfront fees, are also deferred and amortized on a straight-line basis over the average
customer life. For wireless activation revenue, since activation costs exceed activation revenues, both the
activation revenue and associated costs are recorded upon the sale of the wireless handset.

With respect to arrangements with multiple deliverables, the Company follows the guidance in EITF 00-21,
“Revenue Arrangements with Multiple Deliverables,” to determine whether more than one unit of accounting
exists in an arrangement. To the extent that the deliverables are separable into multiple units of accounting. total
consideration is allocated to the individual units of accounting based on their relative fair value. determined by
the price of each deliverable when it is regularly sold on a stand-alone basis. Revenue is recognized for each unit
of accounting as delivered or as service is performed depending on the nature of the deliverable comprising the
unit of accounting.

The Company recognizes equipment revenue generally upon the performance of contractual obligations,
such as shipment, delivery, installation or customer acceptance. The Company is a distributor of IT and
telephony equipment and considers the criteria of EITF 99-19, “Reporting Revenue Gross as a Principal versus
Net as an Agent,” when recording revenue, such as title transfer, risk of product loss, and collection risk. Based
on this guidance, these equipment revenues and associated costs have generally been recorded on a gross basis.
rather than recording the revenues net of the associated costs.

Pricing of local services is generally subject to oversight by both state and federal regulatory commissions.
Such regulation also covers services, competition and other public policy issues. Various regulatory rulings and
interpretations could result in adjustments to revenue in future periods. The Company monitors these proceedings
closely and adjusts revenue accordingly.

Advertising — Costs related to advertising are expensed as incurred and amounted to $26 million. $26
million, and $25 million in 2006, 2005, and 2004, respecuvely.

Legal Expenses — Legal costs incurred in connection with loss contingencies are expensed as incurred.

Income and Operating Taxes — The income tax provision consists of an amount for taxes currently
payable and an amount for tax consequences deferred to future periods. Deferred investment tax credits are being
amortized as a reduction of the provision for income taxes over the estimated useful lives of the related property,
plant and equipment. At December 31, 2006. the Company has $694.7 million of deferred tax assets. The
ultimate realization of the deferred income tax assets depends upon the Company’s ability 1o generate fulure
taxable income during the periods in which basis differences and other deductions become deductible and prior
to the expiration of the net operating loss carryforwards. The Company’s previous tax filings are subject (o
normal reviews by regulatory agencies until the related statute of limitations expires. The Company believes
adequate provision has been made for all open tax years in accordance with the Statement of Financial
Accounting Standards No. 5, “Accounting for Contingencies.” The ultimate resolution to these issues may differ
from the amounts currently estimated. in which case an adjustment would be made to the 1ax provision in that
period. See “Recently Issued Accounting Standards™ below for further discussion of FIN 48, which changes the
requirements for recognition of tax benefits associated with tax deductions.

The Company incurs certain operating taxes that are reported as expenses in operating income, such as
property, sales, use, and gross receipts taxes. These taxes are not included in income tax expense because the
amounts to be paid are not dependent on the level of income generated by the Company. The Company also
records expense against operating income for the establishment of liabilities related 10 certain operating tax audit
exposures. These liabilities are established based on the Company’s assessment of the probubility of payment.
Upon resolution of audit, any remaining liability not paid is released and increases operating income.

Stock-Based Compensation — In December 2004, the Financial Accounting Standards Board (“FASB™)
issued Statement of Financial Accounting Standards No. 123(R). “Share-Based Payment” (“SFAS 123(R)™),
which is a revision of Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based
Compensation™ (“SFAS [23™), and supersedes Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees™ ("APB 257). SFAS 123(R) requires all share-based payments 1o employees.
including grants of employee stock options, to be valued at fair value on the date of grant and to be expensed
over the applicable vesting period. The Company adopted SFAS 123(R) on January 1. 2006 using the modified
prospective application method. Under this method. SFAS 123(R) applies to new awards, awards modified,
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repurchased, or cancelled after January 1, 2006 and any unvested awards at that date. All outstanding stock
option awards as of December 31, 2005 were fully vested and had no impact on the Company’s results of
operations for 2006.

The fair value of stock options is determined using the Black-Scholes option-pricing model using
assumptions such as volatility, risk-free interest rate, holding period and dividends. For all share-based payments,
an assumption is also made for an estimated forfeiture rate based on the historical behavior of employees. The
forfeiture rate reduces the total fair value of the awards to be recognized as compensation expense. The
Company’s policy for graded vesting awards is to recognize compensation expense on a straight-line basis over
the vesting period. Refer to Note 14 of the Consolidated Financial Statements for further discussion related to
stock-based compensation.

The following table illustrates the effect on net income (loss) and basic and diluted earnings (loss) per share
if the Company had applied the fair value recognition provisions of SFAS 123 to stock-based employee
compensation in 2005 and 2004:

Year Ended December 31,

(dollars in millions except per share amounts) 2005 2004
Net income (loss) asreported . ... .. ... . .. $(64.5) $64.2
Add: Stock-based compensation expense included in reported net income, net
ofrefated tax benefits . ... .. .. .. L e 1.1 0.2
Deduct: Stock-based employee compensation expense determined under fair
value method, net of related tax benefits . .. ... ... ... ... ... ... .. (7.6) (8.5)
Pro formanetincome (10SS) ... .. ... e $(71.0) $559
Basic earnings (loss) per share:  Asreported ....... ... ... ... .. .. .. ... ... $(0.30) $0.22
Proforma ........ . ... . . . 0.33) 0.19
Diluted earnings (loss) per share: Asreported . .......... .. ... ... (0.30) 0.21
Proforma ........ .. ... . i (0.33) 0.18

Derivative Financial Instruments — The Company is exposed 1o the impact of interest rate fluctuations on
its indebtedness. The Company employs derivative financial instruments to manage its balance of fixed rate and
variable rate indebtedness. The Company does not hold or issue derivative financial instruments for trading or
speculative purposes. Interest rate swap agreements, a particular type of derivative financial instrurment, involve
the exchange of fixed and variabie rate interest payments and do not represent an actual exchange of the notional
amounts between the parties. The Company has entered into a series of interest rate swaps with total notional
amounts of $450 miilion that qualify as fair value hedges. Fair value hedges offset changes in the fair value of
underlying assets and liabilities. The interest rate swaps are recorded at their fair values and the carrying value of
the underlying hedged indebtedness is adjusted by the same corresponding value in accordance with Statement of
Financial Accounting Standard No. 133, “Accounting for Derivative Instruments and Hedging Activities.”

Recently Issued Accounting Standards
Staff Accounting Bulletin No. 108

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, “Considering the Effects of Prior
Year Misstatements When Quantifying Misstatements in Current Year Financial Statements,” (“SAB 108™)
which provides interpretive guidance on how registrants should quantify financial statement misstatements,
Under SAB 108, registrants are required to consider both a “rollover™ method, which analyzes the impact of the
misstatement on the financial statements based on the amount of the error originating in the income statement
being analyzed. and the “iron curtain”™ method, which analyzes the impact of the misstatement on the financial
statenents based on the cumulative effect of the error on the income statement being analyzed. The transition
provisions of SAB 108 permit a registrant to adjust retained earnings for the cumulative effect of immaterial
errors relating to prior years. The Company was required to adopt SAB 108 in 2006.

As of December 31, 2006, the Company has recorded a net adjustment of $9.0 million to opening retained
earnings comprised of $14.2 million in operating tax liabilities, net of expected refunds, offset by the income tax
effects of $5.2 million. The Company has determined that its past filing positions should have resulted in an
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accrual of a contingent liability in prior years. Historically, the Company has evaluated uncorrected differences
utilizing the rollover approach. The Company believes the impact of not recording the operating taxes was not
material to prior fiscal years under the rollover method. However, under SAB 108, adopted in 2006, the
Company must assess materiality using both the rollover method and the iron-curtain method. which resulted in
the $9.0 million adjustment to opening retained earnings,

The expense from the cumulative error arose from the following periods:

(dollars in millions) 2005 2004 Prior to 2004
Expense adjustment before income taxes ................. $5.3  $3.1 $5.8
Expense adjustment after income taxes .................. $33  $2.0 $3.7

The after-tax amounts for 2006 associated with the first three quarters of the year were $0.9 miilion in the
first quarter, $0.9 million in the second quarter, and $0.6 million in the third quarter, and have been determined to
be immaterial to those quarters. Accordingly. the entire impact for 2006 has been recorded in the fourth quarter.

The Company believes it has meritorious defenses related to the payment of these operating taxes and
intends to defend its position in order to limit the ultimate payment of the fees.

Other Recently Issued Accounting Standards

In February 2006, the FASB issued Statement of Financial Accounting Standards No. 155, “Accounting for
Certain Hybrid Financial Instruments: an amendment of FASB Statements No. 133 and 140.” The objective of
the Statement is to simplify accounting for certain hybrid financial instruments, eliminate interim guidance in
Statement 133 Implementation Issue No. D1 “Application of Statement 133 to Beneficial Interests in Securitized
Financial Assets,” and eliminate a restriction on the passive derivative instruments that a qualifying special-
purpose entity may hold. This Statement is effective for all financial instruments acquired or issued after the
beginning of the entity’s first fiscal year that begins after September 15, 2006. Implementation of this Statement
1s not expected to have a material impact on the Company's financial statements.

In June 2006, the FASB ratified Emerging Issues Task Force Issue No. 06-3, “How Taxes Collected from
Customers and Remitted to Governmental Authorities Should Be Presented in the Income Statement™ (“EITF
06-37). This guidance requires that taxes imposed by & governmental authority on a revenue producing
transaction between a seller and a customer should be shown in the income statement on either a gross or net
basis, based on the entity’s accounting policy. This policy should be disclosed pursuant to Accounting Principles
Board Opinion No. 22, “Disclosure of Accounting Policies.” In addition, any such taxes that are reported on a
gross basis, if material, should be disclosed. EITF 06-3 will be effective for interim and annual reporting periods
beginning after December 15, 2006. Implementation of this Statement is not expected to have a material impact
on the Company’s financial statements.

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes
— an interpretation of FASB Statement No. 109" (“FIN 48™), which clarifies the accounting for income taxes by
prescribing the minimum recognition threshold as “more-likely-than-not” that a tax position must meet before
being recognized in the financial statements. FIN 48 also provides guidance on derecognition, classification,
interest and penalties, accounting for income taxes in interim periods, financial statement disclosure and
transition rules. Under this Interpretation, a Company determines whether it is more likely than not that a tax
position will be sustained upon examination by respective taxing authorities, including resolution of any
litigation. A tax position that meets the more likely than not recognition threshold is measured to determine the
amount of benefit to recognize in the financial statements. The tax position is measured at the largest amount of
benefit that is more likely than not realized. The Company will be required to adopt the provisions of FIN 48
related to all of the Company’s tax positions in the fiscal year beginning January 1, 2007. The cumulative effect
of applying the provisions of the Interpretation will be reported as an adjustment to the opening balance of
retained earnings. The Company has not yet completed its evaluation of FIN 48,

In September 2006, FASB ratified Emerging Issues Task Force Issue No. 06-1, “*Accounting for
Consideration Given by a Service Provider to Manufacturers or Resellers of Equipment Necessary for an
End-Customer to Receive Service from the Service Provider” (“EITF 06-17). This guidance requires the
application of EITF 01-9, “Accounting for Consideration Given by a Vendor to a Customer” (“EITF 01-97),
when consideration is given to a reseller or manufacturer for benefit to the service provider's end customer. EITF
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01-9 requires the consideration given be recorded as a liability at the time of the sale of the equipment and., also,
provides guidance for the classification of the expense. EITF 06-1 is effective for the first fiscal year that begins
after June 15, 2007. Implementation of this Statement is not expected to have a material impact on the
Company's financial statements.

In September 2006, the FASB issued Staternent of Financial Accounting Standards No. 157, “Fair Value
Measurements”™ (“SFAS 157"). The objective of the Statement is to define fair value, establish a framework for
measuring fair value and expand disclosures about fair value measurements. SFAS 157 will be effective for
interim and annual reporting periods beginning after November 15, 2007. The Company has not yet assessed the
impact of this Statement on the Company’s financial statements.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, “The Fair Value
Option for Financial Assets and Financial Liabilities” ("SFAS 159™). The Statement permils entities 1o choose to
measure many financial instruments and certain other items at fair value that are not currently required to be
measured at fair value. The objective is to improve financial reporting by providing entities with the opportunity
to mitigate volatility in reported earnings caused by measuring related assets and liabilities differently without
having to apply complex hedge accounting provisions, SFAS 159 will be effective for the first fiscal year that
begins after November 15, 2007. The Company has not yet assessed the impact of this Statement on the
Company’s financial statements.

2. Earniﬂgs (Loss) Per Common Share

Basic earnings (loss) per common share (“EPS”) is based upon the weighted average number of common
shares outstanding during the period. Diluted EPS reflects the potential dilution that would occur if common
stock equivalents were exercised, but only to the extent that they are considered dilutive to the Company’s
diluted EPS. The following table is a reconciliation of the numerators and denominators of the basic and dituted
EPS computations:

Year Ended December 31,

(in millions, except per share amounts) 2006 2005 2004
Numerator:
Netincome (JO88) ... ..o e e $ 863 $(645) $ 64.2
Preferred stock dividends . . ......... ... . . (10.4y (10.4) (10.4)
Numerator for basic and diluted EPS . . .. ... $ 759 $(749) $ 53.8
Denominator:
Denominator for basic EPS — weighted average common shares omtstanding .... 2468 2459 245.]
T 1o 5.1 — 49
Stock-based compensation arrangements . ... ....... ..., 1.4 — 0.5
Denominator for diluted EPS . . . ... ... .. ... 2533 2459 2505
Basic earnings (loss) percommonshare ............. ... .. it 3031 $030 $ 022
Diluted eamnings (loss) percommon share . .. ........ .. it $ 030 $(0.30) $ 021

For 2006, the diluted EPS denominator properly excludes potential conversions to common stock of 20.4
million stock options, 12.4 million warrants, 0.5 million shares of performance based awards and time-based
restricted stock, and the 3.1 million shares of 6 ¥4% cumulative convertible preferred stock (each preferred share
convertible into 1.44 common shares), either as a result of the treasury stock method or because these items, on
an individual basis, have an anti-dilutive effect.

For 2003, the assumed conversions to common stock of 22.8 million stock options, 17.5 million warrants,
0.2 million shares of time-based restricted stock, and the 3.1 million shares of 6 ¥1% cumulative convertible
preferred stock (each preferred share convertible into 1.44 common shares) are excluded from the 2005 diluted
EPS computations as these items, on an individual basis, have an anti-dilutive effect on diluted EPS.
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3. Restructuring Charges

2006 Restructuring

In September 2006, the Company incurred employee separation expense of $3.0 million related to the
outsourcing of certain supply chain functions 1o improve operating efficiencies. Substantially all of the expense
was associated with the Local segment and will be paid by 2008. The current portion of the restructuring reserve
of $1.5 miltion was included in “Other current liabilities” and the long-term portion of $0.4 million was inciuded
in “Other noncurrent liabilities” in the Consolidated Balance Sheets at December 31, 2006,

The following table illustrates the activity in this reserve since inception:

Balance
December 31,
Type of costs (dollars in millions) Initial Charge  Utilizations 2006
Employee separation obligations ..................... ... 0. ... $3.0 $(1.1) 519

2005 Restructuring

In late 2005, the Company incurred employee separation expense of $1.6 million related to the outsourcing
of its directory assistance services. Substantially all of the expense was associated with the Local segment, and
the remaining amounts will be paid in 2007, The restructuring reserve balance of $0.1 millien and $1.5 million
was included in “Other current Labilities” in the Consolidated Balance Sheets at December 31, 2006 and 2005,
respectively.

The following table illustrates the activity in this reserve since inception:

Balance Balunce
December 31, December 31,
Type of casts (dollars in millions) Initiat Charge Utilizations 2005 Utilizations Income 2006
Employee separation obligations . .. 3.6 $(0.1) $1.5 $(1.2)  %(0.2) 50.1

2004 Restructuring

In December 2004, the Company initiated a restructuring intended to improve operating efficiencies and
reduce operating expenses. The 2004 restructuring charge of $11.2 million was comprised of $10.5 million in
special termination benefits and $0.7 million in employee separation benefits. The Local, Wireless and
Technology Solutions segments incurred charges of $10.5 million, $0.1 million, and $0.6 million. respectively.
The Company paid $0.4 million and $0.3 million of the employee separation benefits in 2005 and 2004,
respectively.

The following table illustrates the activity in this reserve since inception:

Balance Balance
December 31, December 31,
Type of costs (doHars in millions) Initial Charge Utilizations 2004 Utilizations 2005
Employee separation obligations . .......... $0.7 $(0.3) $0.4 $(0.4) 5—

2001 Restructuring

In 2001, the Company adopted a restructuring plan which included initiatives to consolidate data centers,
reduce the Company’s expense structure, exit the network construction business, eliminate other non-strategic
operations and merge the digital subscriber line {“DSL”) and certain dial-up Internet operations into the
Company’s other operations. Impairment charges of $148.1 million and restructuring costs of $84.2 million were
recorded in 2001 related to these initiatives. The cumulative restructuring charges incurred through December 31,
2006 for this plan total $94.7 million. composed of $71.9 million related to lease and other contract terminations,
$22.4 million for employee separations, and $0.4 million for other exit costs. The Company completed the plan
prior to 2003, except for certain lease obligations, which are expected to continue through 2015, Including

amounts incurred to date, lease and other contract termination amounts are expected to total approximately $73.2
million.
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The following table illustrates the activity in this reserve from December 31, 2003 through December 31,
2006:

Balance Balance
December 31, December 31,
Type of costs (dollars in millions) 2003 Expense Utilizations 2004
Terminate contractual obligations ........... $13.8 $0.2 $(3.9) $10.1
Balance Balance Balance
December 31, December 31, December 31,
Type of costs (dollars in millions) 2004 Income Utilizations 2005 Expense Utilizations 2006

Terminate contractual
obligations .............. $10.1 $0.5 $(1.4) $8.2 $0.6 $(1.6) $7.2

At December 31. 2006 and 2005, $1.4 million and $1.3 million, respectively, of the restructuring reserve
balance was included in “Other current liabilities” in the Consolidated Balance Sheets. At December 31, 2006
and 2005, $5.8 million and $6.9 million, respectively, of the restructuring reserve balance was included in “‘Other
noncurrent liabilities” in the Consolidated Balance Sheets.

4. Property, Plant and Equipment

Property, plant and equipment is comprised of the following:

Depreciable
(dollars in millions) 2006 2005 Lives (Years)
Land and rights-of-way ..................... $ 57 $ 5.7  20-Indefinite
Buildings and leasehold improvements ... ... ... 220.0 205.7 2-40
Telephoneplant ...... ... ... ..o, 2,148.8 2,071.9 5-50
Computer and telecommunications equipment . . . 56.8 79.3 2-20
Furniture, fixtures, vehicles, and other ......... 130.2 121.8 5-20
Construction in process . .........ocvevveve.nn 25.0 247 n/a
Grossvalue . .......... .. . . .. . 2,586.5 2,509.1
Accumulated depreciation ................... (1,767.7) (1,708.7)

$ 8188 § 8004

Gross property, plant and cquipment includes $32.3 million and $30.7 million of assets accounted for as
capital leases in 2006 and 20035, respectively. These assets are included in the captions “Building and leasehold
improvements,” “Computer and telecommunications equipment,” and “Furniture, fixtures, vehicles, and other.”
Amortization of capital leases is included in “Depreciation” in the Consolidated Statements of Operations.
Approximately 83% in 2006 and 90% in both 2005 and 2004 of “Depreciation,” as presented in the Consolidated
Statements of Operations, was associated with the cost of providing services and products.

During the fourth quarter of 2003, the Company shortened the estimated remaining economic useful life of
its legacy TDMA wireless network to December 31, 2006 due to the expected migration of its TDMA customer
base to its Global Systemn for Mobile Communications (“GSM™) network.

As part of the process of redeploying spectrum from the Company’s legacy TDMA wireless network to its
GSM network to meet unexpected increasing demand for its GSM services, the Company made the decision in
the first quarter of 2005 to retire certain TDMA assets in order to optimize its TDMA network performance. As a
resuit of this early retirement of assets, in the first quarter of 2005 the Company recorded a charge of $23.7
million under the caption “Asset impairments and other charges.” In the second quarter of 2005, the lives of
certain TDMA assets were shortened from the December 31, 2006 date being used, and depreciation was
accelerated. The change in depreciation expense due to the change in estimate in the second quarter decreased
2005 operating income and net income by $7.7 million and $4.6 million, respectively.

In the fourth quaner of 20035, due to the rapid migration of TDMA customers to the Company’s GSM
network and decreased revenue per remaining TDMA subscriber, the Company determined that the carrying
value of the TDMA assets was not recoverable from the estimated future undiscounted cash flows resulting from
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the use of the asset. Therefore, an impairment charge of $18.6 million was recorded in the fourth quarter of 2005
to record the TDMA assets at fair value. The Company calculated the fair value of the assets based on the
appraised amount ai which the assets could be soid in a current transaction between willing parties. The
impairment charge was recorded in the Consolidated Statements of Operations under the caption “Asset
impairments and other charges.” Afier the impairment charges, the carrying value of the TDMA assets was less
than $1 million at December 31, 2005.

To satisfy increasing demand for existing voice minutes of use by customers as well as to provide enhanced
data services such as streaming video, the Company intends to construct a third generation (“3G") network and
deploy it on the newly purchased Advanced Wireless Services (“AWS’") spectrum. Due to this implementation,
lives of certain GSM assets were shortened and depreciation has been accelerated based on the new useful life.
The increase in depreciation due to this acceleration was approximately $1.3 million in the fourth quarter of
2006.

During 2004, the Company retired certain assets with a net book value of $3.5 miltion and recorded the
charge in the Consolidated Statements of Operations under the caption “Asset impairments and other charges.”

5. Acquisitions of Businesses and Wireless Licenses

Acquisition of Remaining Interest in Cincinnati Bell Wireless LLC

On February 14, 2006, the Company purchased Cingular’s 19.9% membership interest in Cincinnati Bell
Wireless LLC (“CBW™). As a result, the Company paid purchase consideration of $83.0 million in cash to
Cingular and incurred transaction expenses of $0.2 million. CBW is now a wholly-owned subsidiary of the
Company. The Company funded the purchase with its Corporate credit facility and available cash.

The transaction was accounted for as a step acquisition using the purchase method of accounting in
accordance with Statement of Financial Accounting Standards No. 141, “Business Combinations.” The Company
applied the purchase price against the minority interest and then allocated the remainder to identifiable tangible
and intangible assets and liabilities acquired as follows:

{dollars in millions)

Minority interest . ..................... $27.8
Intangible assets ...................... 42.1
Goodwill ....... .. ... .. ... ... ..... 10.2
Other ... o ot 3.1
Total purchase price ................... $83.2

The purchase price allocation was based upon the estimated fair values as of February 14, 2006 of the
tangible and intangible assets and liabilities. Estimated fair value was compared to the book value already
recorded, and 19.9% of the excess of estimated fair value over book value was allocated to the respective
tangible and intangible assets and liabilities. The excess purchase price over the minority interest and fair value
ascribed to the tangible and intangible assets and liabilities was recorded as goodwill. The Company anticipates
both the goodwill and intangible assets to be fully deductible for tax purposes.

69

L




The following table presents detail of the purchase price allocated to intangible assets of CBW as of the date
of acquisition:

Weighted
Average
Fair Amortization
(dollars in millions} Yalue Period
Intangible assets subject 1o amortization;
Customer relationships — subscribers ... ... .. ... ... . . L 3116 7 years
Customer relationships — collocation towers ........................ 2.6 15 years
Contractual right — license ... .. ... . . i e 0.7 | year
14.9 8 years
Intangible assets not subject to amortization:
FOC LiCenses ..o e 21.0 nfa
Trademarks . ... .. e 6.2 n/a
Total intangible assets ... . o e $42.1

The intangible asset for the relationship CBW has with its subscribers is being amortized using the
sum-of-the-months digits method. Amortization of the customer relationship intangible asset associated with
tower collocations utilizes a straight-line method. Tower collocation revenue is received from other wireless
carriers for the placement of their radios on CBW towers. These amortization methods best reflect the estimated
patterns in which the economic benefits will be consumed. For further discussion on amortization expense, refer
to Note 6 of the Consolidated Financial Statements.

This acquisition has no effect on the Company’s operating income, which historically has included 100% of
CBW’s operating income. However, for periods after the acquisition date, the 19.9% minority interest in the net
income {(loss} of CBW was no longer recorded.

The financial information in the table below summarizes the results of operations of the Company, on a pro
forma basis. as though the acquisition had occurred as of the beginning of the periods presented:

Year Ended December 31,

(dolars in millions, except per share samounts) 2006 2005

REVEnUE « L e e e $1,270.1  $1,209.6
NetINCOME (J08S) ottt e i e e e e e e e e 85.8 (77.2)
Basic earnings (loss) pershare .. ... ... .. ... . . i 0.31 (0.36)
Diluted earnings (loss) pershare .. ....... .. .. .. . o i 0.30 (0.36)

Automeited Telecom Inc.

In May 2006, the Company purchased Automated Telecom Inc. (*ATI") for a purchase price of $3.5 million
to expand its geographical presence in order to better serve its customers located outside of the greater Cincinnati
area. ATI is based in Louisville, Kentucky, with offices also located in Grand Rapids, Michigan, and St. Louis,
Missouri. ATI is a reseller of, and maintenance provider for, telephony equipment. The purchase price was
primurily allocated to customer relationship intangible assets, deferred tax liabilities and goodwill. The financial
results of ATI are included in the Company’s Technology Solutions segment and were immaterial to the
Company’s financial statements for the year ended December 31, 2006,

Wireless Licenses

In 2006, the Company purchased 20 MHz of advanced wireless spectrum for the Cincinnati and Dayton,
Ohio regions and 10 MHz for the Indianapolis, Indiana region in the FCC Advanced Wireless Services spectrum
auction for $37.1 million. These licenses are included in ““Intangible assets, net” in the Consolidated Balance
Sheets. To satisfy increasing demand for existing voice minutes of use by customers as well as to provide
enhanced data services such as streaming video, the Company intends to construct a 3G network in its Cincinnati
and Dayton regions and deploy it on the newly purchased AWS spectrum. The Company is considering its
options with respect to the Indianapolis spectrum, which include expansion of its wireless operations into this
area or lease of the spectrum to another wireless provider.
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Subsequent Event

In February 2007, the Company signed an agreement to purchase a local telecommunications business,
which offers voice. data and cable TV services. in Lebanon. Ohio for a purchase price of $7 million, of which
$4.6 million will be paid in March 2007. The Company expects to fund the purchase with its available cash.
Revenues of this business are approximately $6 million annually.

6. Goodwill and Intangible Assets
Goodwill

As of December 31, 2006 and 2003, goodwill totaled $53.3 million and $40.9 million, respectively. The
changes in the carrying amount of goodwill for the year ended December 31, 2006, are as follows:

Technology
(dollars in millions) Wircless Solutions Other  Total
Balance as of December 31.2005 ... ... . ... ... . ... ... .. $40.1 $— 0.8 3409
Acquired during the year ... ... .. 10.2 2.2 — 124
Balance as of December 31,2006 .......... .. ... ... ... .. . ... . ..., $50.3 $2.2 $0.8 $53.3
Intangible Assets
Summarized below are the carrying values for the major classes of intangible assels:
December 31, 2006 December 31, 2005
Weighted
Average
Life Gross Carrying  Accumulated  Gross Carrying  Accumulated
(dollars in millions) (years) Amount Amortization Amount Ameortization
Intangible assets subject to amortization:
Customer relationships .............. 8 $16.2 $3.1N 5 — $—
Contractual right — license .......... 1 0.7 (0.7) — —
[ntangible assets not subject to amortization:
FCClLicenses ..................... n/a $94.2 5 — $35.8 $—
Trademarks . ...................... n/a 6.2 — — —

The changes in the intangible assets for the year ended December 31, 2006 compared to December 31, 2005
are primarily attributable to the acquisitions of ATT and the remaining 19.9% interest in CBW from Cingular, and
the purchase of the wireless spectrum for $37.1 million. See Note 5 of the Consolidated Financial Statements for
further discussion.

Amortization expense for intangible assets subject to amortization was $4.4 million for 2006. none for 2005
and $9.1 million for 2004. In 2004, as a result of the merger between Cingular Wireless and AT&T Wireless, the
Company’s roaming and trade name agreements with AT&T Wireless were no longer operative. Accordingly,
the remaining estimated useful lives of the assets were shortened and resulied in additional amortization expense
of $7.4 million. The following table presents estimated amortization expense for intangible assets subject to
amortization for the year ending:

(doflars in millions)

2007 $3.3
2008 ... 24
2009 .. 1.8
2000 .. 1.5
2000 1.1

Additionally, the Company reclassified its pension-related intangible assets of $25.5 million at
December 31, 2003, from “Other noncurrent assets™ to “Intangible assets, net” in the Consolidated Balance
Sheets. These intangibles relate (o the prior service costs of the Company’s defined benefit pension plans. See
Note 9 of the Consolidated Financial Statements for further discussion.
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7. Debt

Debt is comprised of the following:

December 31,
{dollars in millions) 2006 2005
Current portion of long-term debt:
Credit facility, Tranche B Term Loan .. ... ..ot $ 40 9% 40
Capital lease obligations and other debt . ... 33 73
Current portion of long-termdebl ... ... o e 7.3 11.3
Long-term debt, less current portion:
Credit facility, Tranche B Term Loan ... ... e 391.0 395.0
TVa% Senior Notes due 2013 L. oot e 496.9 500.0
8 %% Senior Subordinated Notes due 2014% . ... i 631.5 633.4
7% Senior Notes due Z015% .o e 2450 246.4
7Va% Senjor Notes due 2023 L. oottt i 50.0 50.0
Various Cincinnati Bell Telephonenotes . ... ... i ieennn s 230.0 230.0
Capital lease obligations and otherdebt .. ........ ... ..o 20.7 17.6
2,065.1 20724
Net unamortized PremMitms . ..o oo vvvv et e e aa et 0.8 1.0
Long-term debt, less Current pOrtion .. ...t 20659 20734
Total debl . . . oot ettt e e e $2.073.2 $2,084.7

*  The face amount of these notes has been adjusted to mark hedged debt to fair values at December 31, 2006
and 2005.

In the first quarter of 2005, the Company completed the first of a two stage refinancing plan of its 16%
Senior Subordinated Discount Notes due 2009 (“16% Notes”). In the third quarter of 2003, the Company
completed the second stage of its plan with the refinancing of the 16% Notes. In stage one, the Company:

» paid $9.7 million in fees to the holders of the Company’s 7 ¥a% Senior Notes due 2013 (the *7 Ya% Notes
due 2013™) for their consent to permit the Company to refinance its 16% Notes with new debt that would
be pari passu to the 7 ¥a% Notes due 2013:

« issued, on February 16, 2005, $250 million new 7% Senior Notes due 2015 (“7% Senior Notes™) and $100
million in additional 8 ¥x% Senior Subordinated Notes due 2014 (“8 ¥8% Notes”) (collectively, the “New
Bonds™);

established, on February 16, 2005, a new credit facility (“Corporate credit facility™) for a $250 million
revolving line of credit that matures in February 2010 and also includes the right to request, but no lender
is committed to provide, an increase in the aggregate amount of the Corporate credit facility of up to $500
million in future incremental borrowing capacity:

* used the proceeds from the New Bonds and borrowings from the new Corporate credit facility to repay
$438.8 million outstanding at December 31, 2004 on its previous credit facility; and

executed $350 million notional interest rate swaps to change the fixed rate nature of a part of the New
Bonds and the previously outstanding 8 %% Notes to approximaie the floating rate characteristics of the
terminated credit facility.

In stage two, the Company:

* issued $400 million of new term notes (the “Tranche B Term Loan”) on August 31, 2005 under the terms
of the Corporate credit facility; and

o retired the 16% Notes for $447.8 million, including repayment of accrued interest, using the proceeds
from the Tranche B Term Loan and additional borrowings under the new Corporate credit facility.
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In totul, the Company recognized $99.8 million of loss upon extinguishment of debt. In the first quarter,
related to stage one of the refinancing plan. the loss was $7.9 million for the write-off of unamortized deferred
financing fees associated with the previous credit facility. In the third quarter. related to stage two of the
refinancing plan, the loss was $91.9 million, which was composed of $9.1 million for the write-off of the
unamortized deferred financing fees, $27.7 million for the write-off of the unamortized discount. and $55.1
million for the premium paid in conjunction with the extinguishment of the 16% Notes.

Corporate Credit Facilities

Cincinnati Bell Inc., {the “Parent Company™), entered into the Corporate credit facility in February 2005,
The $250 million revolving line of credit under the Corporate credit facility terminates in February 2010,
Borrowings under the revolving credit facility bear interest. at the Company’s clection, at a rate per annum equal
to (i) LIBOR plus the applicable margin or (ii) the base rate plus the applicable margin. The applicable margin is
based on certain Company financial ratios and ranges between 1.25% and 2.25% for LIBOR rate advances. and
0.25% and 1.25% for base rate advances. Base rate is the higher of the bank prime rate or the federal funds rate
plus 0.50%.

On August 31, 2005. the Company amended the Corporate credit facility to include a $400 million term
loan. The Tranche B Term Loan bears interest at a per annum rate equal to, at the Company’s option, LIBOR
plus 1.50% or the base rate plus 0.50%. The Tranche B Term Loan is subject to quarterly principal payments of
$1 million beginning Decermber 31, 2005 through September 30, 201 1, and then in four quarterly installments of
$94 million ending on August 31, 2012. The balance on the Tranche B Term Loan was $395 million at
December 31, 2006.

The Company has a right to request, but no lender is committed to provide, an increase in the aggregale
amount of the new credit facility. up to $500 million in incremental borrowings, which may be structured at the
Company’s option as term debt or revolving debt. As of December 31, 2006, the Company had no owstunding
borrowings under its revolving credit facility, and had outstanding letters of credit totaling $4.8 million, lcaving
$245.2 million in additional borrowing availability under its Corporate credit facility.

Voluntary prepayments of the Corporate credit facility and voluntary reductions of the unutilized portion of
the revolving line of credit are permitted at any time. The average interest rate charged on borrowings under the
Corporate credit facility was 6.6% and 5.6% in 2006 and 2005. respectively. The Company recorded interest
expensc of $27.9 miltion in 2006 and $9.5 million in 2005.

Under the Corporate credit facility, the Company pays commitment fees to the lenders on a quarterly basis
at an annual rate equal to ,50% of the unused amount of borrowings on the revolving line of credit.
Additionally. the Company pays letter of credit fees on outstanding letters of credit based on certain Company
finuncial ratios and ranges between 1.25% and 2.25%. These commitment fees were $1.2 million and 514
miilion in 2006 and 2005, respectively.

The Company and all its future or existing subsidiaries (other than Cincinnati Bell Telephone LLC (“CBT"),

Cincinnati Bell Extended Territories LLC and certain immaterial subsidiaries) guarantee borrowings of
Cincinnati Bell Inc. under the Corporate credit facility. Each of the Company’s carrent subsidiaries that is a
guarantor of the Corporate credit facility is also a guarantor of the 7% Senior Notes, 7 ¥4% Notes due 2013. and
8 4% Notes. with certain immaterial exceptions. Refer to Note 18 for supplemental guarantor information, The
Company’s obligations under the Corporate credit facility are also collateralized by perfected first priority
pledges and security interests in the following:

* substantially all of the equity interests of the Company's subsidiaries {other than subsidiaries of CBT and
certain immaterial subsidiaries): and.
* certain personal property and intellectual property of the Company and its subsidiaries (other than that of

CBT. Cincinnati Bell Extended Territories LLC and certain immaterial substdiaries).

The guarantee and security reflect the addition of CBW as a guarantor and certain of its assets as coilateral
duc Lo its status as a wholly-owned subsidiary effective February [4. 2006 due to the Company's purchase of
Cingular's minority ownership interest in CBW on that date.

73

W
ez




The Corporate credit facility financial covenants require that the Company maintain certain leverage,
interest coverage and fixed charge ratios. The facilities also contain ceriain covenants which, among other things,
restrict the Company’s ability to incur additional debt or liens, pay dividends, repurchase Company common
stock, sell, transfer. lease, or disposc of ussets and make investments or merge with another company. 1f the
Company were to violate any of its covenants and was unable 1o obtain a waiver, it would be considered a
default. If the Company were in default under the Corporate credit facility, no additional borrowings under this
facility would be available until the default was waived or cured. The Company’s ability to borrow was not
compromised as a result of any such default as of the date of this filing. The credit facilities provide for
customary events of default, including a cross-default provision for failure to make any payment when due or
permitted acceleration due to a default, both in respect to any other existing debt instrument having an aggregate
principal amount that exceeds $35 million.

16% Senior Subordinated Discount Notes due 2009

On March 26, 2003, the Company received $350 million of gross cash proceeds from the issuance of the
16% Notes. Proceeds from the 16% Notes, net of fees, were used to pay down borrowings under the Company’s
credit facilitics. On August 31, 2005, the Company retired the 16% Notes for $447.8 miltion, including $7.7
million of accrued interest, using the proceeds from the Tranche B Term Loan and additional borrowings under
the Corporate credit facility. The retirement resulted in a loss on debt extinguishment of $91.9 million. Interest
on the 16% Notes was payable semi-annually on June 30 and December 31 of each year outstanding, whereby
12% was paid in cash and 4% was accreted on the aggregate principal amount. In addition, purchasers of the 16%
Notes received 17.5 million commen stock warrants, subject to anti-dilution provisiens, each to purchase one
share of Cincinnati Bell common stock at $3.00 each, which expire in March 2013. Of the total gross proceeds
received, $47.5 million was allocated to the fair value of the warrants using the Black-Scholes option-pricing
model and was recorded as a discount on the 16% Notes. Substantially all of these warrants remain outstanding at
Deccmber 31, 2006.

The Company incurred $30.2 miliion and $43.7 million of cash interest expense related to the 16% Notes in
2005 and 2004, respectively. The Company recognized $10.1 million and $14.6 million in 2005 and 2004,
respectively, of non-cash interest expense related 1o the 4% principal accretion. The Company recognized $5.4
million and $8.2 million in 2005 and 2004, respectively, of non-cash interest expense related to the amortization
of the discount.

7 V4% Senior Notes due 2013

On July 11, 2003, the Company issued $500.0 million of 7 Va% Notes due 2013, Net proceeds totaled
$488.8 million and were used to prepay term credit facilities and permanently reduce commitments under the
Company’s revolving credit facility. Interest on the 7Y% Notes due 2013 is payable in cash semi-annually in
arrears on January 15 and July 15 of each year, commencing on January 15, 2004. The 7 %% Notes due 2013 are
unsecured senior obligations and rank equally with all of the Company’s existing and future senior debt and rank
senior to all existing and future subordinated debt. The indenture governing the 7 Y% Notes due 2013 contains
covenants including but not limited to the following: limitations on dividends to shareowners and other restricted
payments; dividend and other payment restrictions affecting the Company’s subsidiaries such that the
subsidiarics are not permitted to enter into an agreement that would limit their ability to make dividend puyments
to the parent; issuance of indebtedness; asset dispositions; transactions with affiliates; liens; investments;
issuances and sales of capital stock of subsidiaries; and redemption of debt that is junior in right of payment. The
indenture governing 7 Ya% Notes due 2013 provides for customary events of default, including a cross-default
provision for failure for both non-payment at final maturity or acceleration due to a default of any other existing
debt instrument that exceeds $20 million. The Company may redeem the 7 ¥4% Notes due 2013 fora redemption
price of 103.623%. 102.417%, 101.208%, and 100.000% after July 15, 2008, 2009, 2010, and 2011, respectively.
The Company recorded interest expense of $36.2 million in 2006, 2005 and 2004 related to these senior notes.

Certain terms and conditions pertaining to these notes were altered as a result of a consent process
undertaken as part of the first stage of the Company’s 2005 refinancing plan. In January 2005, the indenture
governing the 7Y4% Notes due 2013 (the “7 V4% Indenture™) was amended to permit the Company to repurchase
or redeem the 16% Notes without regard to the extent of the Company’s ability to make restricted payments as
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defined in the 7 4% Indenture. In addition, the 7 ¥4% Indenture was also amended to. among other things, permit
the classification of any potential call by the Company of Cingular's minority interest ownership as a “permitted
acquisition™ and would therefore not be considered a restricted payment with regard to the 7 ¥4% Indenture.

In the third quarter of 2006, the Company purchased and extinguished $3.1 million of 7 4% Notes due 2013
and recognized a loss on extinguishment of debt of $0.1 million. As of December 31. 2006 the Company has
$496.9 million outstanding under the 7 4% Notes due 2013,

8Y4% Senior Subordinated Notes due 2014

On November 19, 2003, the Company issued $540 million of 8 ¥s% Notes. The net proceeds, after
deducting the initial purchasers’ discounts and fees and expenses related to the 8 ¥k% Notes, totaled $528.2
million. The Company used $524.6 million of the net proceeds to purchase all of the Company’s then outstanding
Convertible Subordinated Notes due 2009, which bore interest at a rate of 9%, at a discounted price equal to 97%
of their accreted value. The remaining proceeds were used to pay fees related to a credit facility amendment and
to reduce outstanding borrowings under the revelving credit facility.

On February 16, 2005, as part of the first stage of its 2005 refinancing plan, the Company issued an
additional $100 million of debt securities pursuant (o the existing indenture. Net proceeds from this issuance
together with those of other concurrently issued bonds and amounts under the Corporate credit facility were used
to repay and terminate all of the prior credit facility and pay consent fees associated with an amendment 1o the
7Y4% Indenture. All of the 8 %% Notes constitute a single class of security with the same terms and are fixed
rate bonds to maturity.

Interest on the 8%3% Notes is payable in cash semi-annually in arrears on January 15 and July 15,
commencing on July 15, 2004, The 8 ¥3s% Notes are unsecured senior subordinated obligations, ranking junior to
all existing and future senior indebtedness of the Company. The 8¥2% Notes rank equally with all of the
Company’s existing and future sentor subordinated debt and rank senior to all future subordinated debt. The \

8 ¥3% Notes are guaranteed on an unsecured senior subordinated basis by each of the Company’s current
subsidiaries that is a guarantor under the Corporate credit facility, with certain immaterial exceptions. The
indenture governing the 8 ¥x% Notes contains covenants including but not limited to the following: limitations on
dividends to sharcowners and other restricted payments; dividend and other payment restrictions affecting the !
Company’s subsidiaries such that the subsidiaries are not permitted to enter into an agreement that would limit
their ability to make dividend payments to the parent: issuance of indebtedness: asset dispositions; transactions

2012, respectively. The Company incurred $53.6 million, $52.5 million and $45.2 million of interest expense
related to these notes in 2006, 2005 and 2004, respectively.

|
with affiliates; liens; investments: issuances and sales of capital stock of subsidiaries; and redemption of debt that J Q
is junior in right of payment. The indenture governing the 8 %% Notes provides for customary events of default, [ rg}
including a cross-default provision for both nonpayment at final maturity or acceleration due to a default of any I
other existing debt insirument that exceeds $20 million. The Company may redeem the § ¥:% Notes for a 3 =
redemption price of 104.188%. 102.792%, 101.396%. and 100.000% afier January 15, 2009, 2010, 2011, and | PR3
|

7% Senior Notes due 2015

On February 16, 2005, as part of its refinancing plan. the Company sold in a private offering $250 million of
new 7% Senior Notes due 2015 (the “7% Senior Notes™). Net proceeds from this issuance together with those of
other concurrently issued bonds and amounts under the Corporate credit facility were used to repay and terminate
all of the prior credit facility and pay consent fees associated with an amendment to the 7 V4% Indenture. The 7%
Senior Notes are fixed rate bonds to maturity.

Interest on the 7% Senior Notes is payable semi-annually in cash in arrears on February 15 and August 15 of
each year, commencing August 15, 2005, The 7% Senior Notes are unsecured scnior obligations ranking equally
with all existing and future senior debt and ranking senior to all existing senior subordinated indebtedness,
including senior subordinated notes. and subordinated indebtedness. Each of the Company's current and future
subsidiaries that is a guarantor under the Corporate credit facility is also a guarantor of the 7% Senior Notes on
an unsecured senior basis, with certain immalterial exceptions. The indenture governing the 7% Senior Notes
contains covenants including but not limited to the following: limitations on dividends to shareowners and other
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restricted payments; dividend and other payment restrictions affecting the Company’s subsidiaries such that the
subsidiaries are not permitted to enter into an agreement that would limit their ability to make dividend payments
to the parent; issuance of indebtedness; asset dispositions; transactions with affiliates; liens; investments;
issuances and sales of capital stock of subsidiaries: and redemption of debt that is junior in right of payment. The
indenture governing the 7% Senior Notes provides for customary events of default, including a cross-default
provision for both nonpayment at final maturity or acceleration due to a default of any other existing debt
instrument that exceeds $20 million.

The Company may redeem the 7% Senior Notes for a redemption price of 103.500%, 102.333%. 101.167%,
and 100.000% after February 15, 2010, 2011, 2012 and 2013, respectively. At any time prior to February 13,
2010, the Company may redeem all or part of the 7% Senior Notes at a redemption price equal to the sum of 1)
100% of the principal, plus 2) the greater of (a) 1% of the face value of the 7% Senior Notes to be redeemed, or
(b) the excess over the principal amount of the sum of the present values of (i) 103.5% of the face value of the
7% Senior Notes. and (ii) interest payments due from the date of redemption through February 13, 2010, in each
case discounted to the redemption date on a semi-annual basis at the applicable U.S. Treasury rates plus 0.50%,
plus 3) accrued and unpaid interest, if any, 1o the date of redemption. Prior to February 15, 2008, the Company
may redeem up to a maximum of 35% of the principal amount of the 7% Senior Notes with the net cash proceeds
of one or more equity offerings by the Company at a redemption price equal to 107%. plus accrued and unpaid
interest, if any, to the redemption date. The Company incurred $17.5 million and $15.3 million of interest
expense related 1o these notes in 2006 and 2005, respectively.

7 V4% Senior Notes due 2023

In July 1993, the Company issued $50 million of 7Y4% Senior Notes due 2023. The indenture related to
these 7 V4% Senior Notes due 2023 does not subject the Company to restrictive financial covenants, but it does
contain a covenant providing that if the Company incurs certain liens on its property or assets, the Company must
secure the outstanding 7 ¥4% Senior Notes due 2023 equally and ratably with the indebtedness or obligations
secured by such liens. The 7Y% Senior Notes due 2023 are collateralized with assets of the Company (but not
its subsidiaries) by virtue of the lien granted under the Corporate credit facility. Interest on the 7 ¥4% Senior
Notes due 2023 is payable semi-annually on June 15 and December 15. The Company may not redeem the 7 4%
Senior Notes due 2023 prior to maturity. The indenture governing the 7% Senior Notes due 2023 provides for
customary events of default, including a cross-default provision for failure to make any payment when due or
permitted acceleration due to a default of any other existing debt instrument that exceeds $20 million. The
Company recorded $3.6 million of interest expense related to these notes in each of 2006, 2005, and 2004.

Cincinnati Bell Telephone Notes

CBT has $80 million in notes outstanding that are guaranteed by Cincinnati Bell Inc. but not the other
subsidiaries of Cincinnati Bell Inc. These notes have original maturities of up to 30 years and mature in 2023.
Interest rates on this indebtedness range from 7.18% te 7.27%. These notes may be redeemed at any time, subject
to proper notice.

In 1998, CBT issued $150 million in aggregate principal amount of 6.30% unsecured senior notes due 2028,
which is guaranteed on a subordinated basis by the Company. These notes may be redeemed at any time, subject
10 proper notice.

The indentures governing these notes provide for customary events of default, including a cross-default
provision for failure to make any payment when due or permitied acceleration due to a default of any other
existing debt instrument that exceeds $20 million. The Company recorded $15.2 million, $16.5 million and $16.5
million of interest expense in 2006, 2005, and 2004, respectively, related to the CBT notes.

Capital Lease Obligations

The Company leases facilities and equipment used in its operations, some of which are required to be
capitalized in accordance with Statement of Financial Accounting Standards No. 13, “Accounting for Leases”
(“SFAS 13™). SFAS 13 reguires the capitalization of leases meeting certain criteria, with the related asset being
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recorded in property. plant and equipment and an offsetting amount recorded as a liability discounted to the
present value. The Company had $23.2 million in total indebtedness relating to capitalized leases as of
December 31, 2006, $20.7 million of which was considered long-term. The underlying leased assets generally
secure the capital lease obligations. For 2006, 2005 and 2004, the Company recorded $1.3 million, $1.3 million
and $1.6 million, respectively, of interest expense related to capital lease obligations.

Debt Maturity Schedule

As of December 31, 2006, the following table summarizes the Company’s annual principal maturities of
debt and capital leases for the five years subsequent to December 31, 2006, and thereafter:

Capital Total
(dollars in millions) Debt Leases Debt
Year ended December 31,
2007 $ 48 %25 $ 73
2008 .. 4.0 23 6.3
2009 .. 4.0 25 6.5
2000 . 4.0 6.9 10.9
2000 L 97.0 23 99.3
Therealter ... ... .. ... . . 1,948.9 6.7 1,955.6
2,062.7 23.2 2,0859
Interest rate swaps ... ........ . oo (13.5) -— (13.5)
Net unamortized premiums . ..., ...... ... ... . ... . 0.8 — 0.8
Totaldebt ... . ... . ... . .. L 82,0500  $232  $2,073.2
For capital leases, total lease payments including interest are $4.3 million for 2007, $3.9 million for 2008,

33.9 miliion for 2009, $8.2 million for 2010, $2.9 million for 201 1, and $7.9 million thereatter.

Y

Deferred Financing Costs

Deferred financing costs are costs incurred in connection with obtaining long-term financing. These costs
are amortized as interest expense over the terms of the related debt agreements. As of December 31, 2006 and
2005, deferred financing costs totaled $34.0 million and $39.2 million, respectively. The related expense,
included in “Interest expense™ in the Consolidated Statements of Operations amounted to $5.1 million, $7.1
million. and $12.5 million during 2006, 2005 and 2004, respectively. In 2006, the Company wrote-off deferred |
financing costs of $0.1 million related to the $3.1 million debt prepayment for the 7 ¥4% Notes due 20113, In

=
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2005, the Company wrote-oft deferred financing costs of $7.9 million and $9.1 million related to the <3
extinguishment of the previous credit facility and the 16% Notes, respectively. The write-offs of deferred 23

financing costs were included in the Consolidated Statements of Operations under the caption “Loss on
extinguishment of debt.”

Fair Value \

The carrying amounts of debt, excluding capital leases and net unamortized premiums, at December 31,
2006 and 2005 were $2,049.2 million and $2,061.5 million, respectively. The estimated fair values at
December 31, 2006 and 2005 were $2,104 million and $2,059 million, respectively. These fair values were
estimated based on the year-end closing market prices of the Company’s debt and of similar liabilities,

8. Financial Instruments

The Company is exposed to the impact of interest rate fluctuations on its indebtedness. The Company
attempts to maintain an optimal balance of fixed rate and variable rate indebtedness in order to attain low overall
borrowing costs while mitigating exposure to interest rate fluctuations. The Company employs derivative
financial instruments to manage its balance of fixed rate and variable rate indebtedness. In particular, the
Company currently has outstanding interest rate swap agreements in which the Company exchanges fixed rate
interest payments for variable rate interest payments on $450 million notional amounts. Including the impact of
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the interest rate swap agreements, approximately 60% of the Company’s indebtedness was based on fixed
interest rates at December 31, 2006 and 2005. The Company does not hold or issue derivative financial
instruments for trading or speculative purposes.

In June 2004, the Company entered into a series of fixed-to-vanable interest rate swaps with total notional
amounts of $100 million that qualify for fair value hedge accounting. In February and March 2005, in
conjunction with the Company’s 2005 refinancing plan, an additiona! $350 million in fixed-10-variable interest
rate swaps were executed which were also designated as fair value hedges. Fair value hedges offset changes in
the fair value of underlying assets and liabilities. The Company’s interest rate swaps at December 31, 2006 and
2005 are recorded at their fair value, and the carrying values of the underlying liabilities hedged (the 7% Senior
Notes and § ¥s% Notes) are adjusted by the same corresponding value in accordance with SFAS 133. The fair
value of these instruments is based on estimates using available market information and appropriate valuation
methodologies. As of December 31. 2006 and 2005, the fair value of interest rate swap contracts was a liability
of $13.5 million and $10.2 million, respectively.

Realized gains and losses from the interest rate swaps are recognized as an adjustment to interest expense in
cach period. These realized gains (losses) totaled $(1.3) million, $5.4 million, and $1.9 million in 2006, 2003,
and 2004, respectively.

The Company is exposed to credit risk on its interest rate swaps in the event of non-performance by
counterpartics. However, because its hedging activities are transacted with highly rated institutions, the Company
does not anticipate non-performance by any of these counterparties. Additionally, the Company has entered into
agreements that limit its credit exposure o the fair value of the interest rate swap agreements. The Company does
not require collateral from its counterparties.

9. Employee Benefit Plans and Postretirement Benefits Other Than Pensions

Savings Plans

The Company sponsors several defined contribution plans covering substantially all employees. The
Company's contributions to the plans are based on matching a portion of the employee contributions. Company
and employee contributions are invested in various investment funds at the direction of the employee. Company
contributions to the defined contribution ptans were $4.8 million, $4.5 million and $5.3 million for 2006. 2005,
and 2004, respectively.

Pension Plans

The Company sponsors three noncontributory defined benefit pension plans: one for eligible management
employees, one for non-management employees and one supplemental, nonqualified, unfunded plan for certain
5eNIOr eXecutives.

The management pension plan is a cash balance plan in which the pension benefit is determined by a
combination of compensation-hased credits and annual guaranteed interest credits. The non-management pension
plan is also a cash balance plan in which the combination of service and job-classification-based credits and
annual interest credits determine the pension benefit. Benefits for the supplemental plan are based on eligible
pay, adjusted for age and service upon retirement. The Company funds both the management and
non-management plans in an irrevocable trust through contributions, which are determined using the aggregate ;
cost method. The Company uses the traditional unit credit cost method for determining pension cost for financial '
reporting purposes and uses a December 31 measurement date for all of its plans.

During 2004, special termination benefits of $10.5 million were included in the benefit obligation. These
special termination benefits related to the 2004 restructuring plan discussed in Note 3.

Postretirement Health and Life Insurance Plans

The Company also provides health care and group life insurance benefits for eligible retirees. The Company
funds certain group life insurance benefits through Retirement Funding Accounts and funds health care benefits
and other group life insurance benefits using Voluntary Employee Benefit Association (“VEBA”) trusts. It is the
Company's practice to fund amounts as deemed appropriate from time to time. Contributions are subject to IRS
limitations developed using the aggregate cost method.
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The actuarial expense calculation for the Company's postretirement health plan is based on numerous
assumptions, estimates, and judgments including health care cost trend rates and cost sharing with retirees. The
Company’s collectively bargained-for labor contracts have historicaily had limits on the Company-funded
portion of retiree medical costs (referred to as “caps™). However, prior to the May 2005 labor agreement, the
Company had waived the premiums in excess of the caps for bargained-for retirees who retired during the
contract period. Similar benefits have been provided to non-bargained retirees. Prior to December 31, 2004, the
Company’s actuarial calculation of retiree medical costs included the assumption that the caps were in place in
accordance with the terms of the collectively bargained-for agreement.

Effective December 31, 2004, based on its past practice of waiving the retiree medical cost caps, the
Company began accounting for its retiree medical benefit obligation as if there were no caps. The accounting
using this assumption remained in effect through May 2005.

In May 2005, the Company reached an agreement with the union for bargained-for employees as to the
terms of a new labor contract. Employees retiring under the new agreement are provided Company-sponsored
healthcare through the use of individual Health Reimbursement Accounts ("HRASs™), which provides for
Company contributions of a fixed amount per retiree that the retiree can use (o purchase their healthcare from
among the various plans offered. The Company agreed to increase the HRA amount annually over the life of the
labor agreement. The retiree pays for healthcare premiums and other costs in excess of the HRA amount.
Contrary to past practice, no agreement was made to waive the implementation of this cost-sharing feature.
Based on this new agreement, effective June 1, 2005, the Company modified its assumptions for the actuarial
calculation of retiree medical costs, including assumptions regarding cost sharing by retirees, The assumption
change for cost sharing with retirees was the primary cause for the $14.4 million increase in postretirement and
other benefits expense in 2005 compared to 2004. Postretirement medical and other expense was $35.3 million,
$35.9 million. and $21.5 million for the years ended December 31. 2006, 2005 and 2004, respectively.

The Medicare Prescription Drug, Improvement and Modernization Act of 2003 expands Medicare to include
outpatient prescription drug benefits and introduces a federal non-taxable subsidy beginning in 20086, that
provides a benefit that is at Jeast actuarially equivalent to Medicare Part D. to sponsors of retiree heaith care
benefit plans. The Company received a subsidy of $0.8 miltion in 2006.

Cemponents of Net Periodic Cost

The following information relates to all Company noncontributory defined benefit pension plans,
postretirement health care, and life insurance benefit plans. Pension and postretirement benefit costs for these
plans were comprised of:

Postretirement and

Pension Benefits Other Benefits

(dollars in millions) 2006 2005 2004 2006 2005 2004
Service cost ............ $ 88 % 80 $ 81 $35 $43 § 2.1
Interest cost on projected benefit obligation .. ....... ... .. 2717 272 273 199 205 163
Expected return on planassets . ................ ... . ... (349) (382) (414) (48 (56) (6.3)
Special terminationbenefit ........ ... ... ... . . ... — — 10.5 — — —_
Amortization of: '

Transition {assety/obligation ......... . ... . ... ... .. .. — (.1y {1.8) 4.2 4.2 4.2

Prior servicecost ............ ... .. ... ... . . .. .. ... .. 34 33 3.1 77 103 38

Net(gain) loss ............. ... ... ... .. . . . . ... ... 39 2.2 (0.9 48 2.2 1.4
Benefitcosts ... ... ... .. $ 89 $ 14 $ 49 $353 $359 $21.5
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Funded Status

Reconciliation of the beginning and ending balances of the plans’ funded status follows:

Postretirement and

Pension Benefits Other Benefits
M 2006 2005 2000 2005
Change in benefit obligation:

Benefit obligation at January I, ...t $3500.1 $3504.5 $3567 $4l164
SEOVICE COSL o v e e e ettt e et e 8.8 8.0 35 43
TREETESE COBL « o v v v s e e e te e et iia e anns 27.7 27.2 19.9 20.5
AMENAMENLS .« oo ot ettt a e oo e — 3.1 — (70.8)
Actuarial 1OSS . oo oot 17.6 7.7 43 10.9
Benefits paid .. ..ot (52.3) (504) (282) (26.0)
Retiree drug subsidy received ........ ... i — — 0.8 —
OB .« o e e e et e e e e — — 2.0 1.4

Benefit obligation at December 31, ... ... $501.9 $500.1 $3590 $356.7

Change in plan assets:

Fair value of plan assets atJanuary I, ... oo, $4404 $4587 % 584 $ 777
Actual return on plan assets ... ... i 53.1 29.5 4.6 2.5
Employer contribution . ... 2.5 26 10.8 4.2
Retiree drug subsidy received . ....... ... i — — 0.8 —
Benefits paid .. ..ot (523) (504) (282) (26.0)

Fair value of plan assets at December 31, ...........cooovinnnnnn $4437 $4404 $ 464 § 584

Reconciliation to Balance Sheet:

UAfunded SEIUS -« ..\ v v e b $(58.2) $ (59.7) $(312.6) $(298.3)

Unrecognized transition obligation . ... — 29.5

Unrecognized prior Service Cost . ......ouuvniiiiiie s 255 80.8

Unrecognized RELIOSS ... .o oooi e 79.3 79.7

Adjustment for minimum pension fiability ... ... .. o (103.8) —

Accrued benefit COSL L. vt it e $ (58.7) _ $(108.3)

In October 2006. the FASB issued Statement of Financial Accounting Standards No. 138. “Employer’s
Accounting for Defined Benefit Pension and Other Postretirement Plans—an amendment of FASB Statements
No. 87, 88, 106, and 132(R)” (“SFAS 1587). SFAS 158 requires the Company 1o recognize the overfunded or
underfunded status for the Company’s benefit plans, with changes in the funded status recognized as a separate
component to shareowners’ equity. SFAS 158 also requires the Company to measure the funded status of the
benefit plans as of the year-end balance sheet date no later than 2008. The Company’s measurement date for all
of its employee benefit plans was the year-end balance sheet date. Effective December 31, 2006, the Compuny
adopted SFAS 158 and its incremental effect on individual line items in the Consolidated Balance Sheet as of
December 31, 2006 was as follows:

Additional
Before Minimum Aflter
Application of Pension SFAS 158 Application of
(dollars in millions} SFAS 158 Liabilities Adjustments SFAS 158
Accrued pension and

postretirement benefits . ...... $ (199.5) %69 $(178.2) $ (370.8)
Deferred income tax benefit,

11 SO 622.8 (1.4) 73.3 694.7
Pension intangible assets . ...... 25.5 (3.3} (22.2) . —
Total liabilities . ........ .. ... (2.634.1) 6.9 (178.2) (2.805.4)
Accumulated other

comprehensive loss . ......... (49.6) 2.2 (127.1) (174.5)
Total shareowners™ deficit ...... (666.7) 2.2 (127.13 (791.6)
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The amounts recognized in the Consolidated Balance Sheets consist of:

Postretirement and

Pension Benefits Other Benelits
December 31, December 31,
(dollars in millions) 2006 2005 2006 2005
Accrued payroll and benefits (current liability) ... ......... ... .. ... .. .. $(6.1)$522)% 93 $ 84
Accrued pension and postretirement benefits (noncurrent liability) .. ... ... (52.1) (56.5) (303.3) (99.9)
Intangible assets .. ... ... o L — 255 — —

As of December 31, 2006 and 2005, the Company’s accumulated benefit obligation (“ABO™) related to its
pension plans was $501.9 million and $499.1 million, respectively.

Amounts recognized in “Accumulated other comprehensive loss” on the Consolidated Balance Sheets
consisted of the following:

Postretirement and

Pension Benefits Other Benefits
December 31, December 31,
(dollars in millions) 2006 2005 2006 2005
Transition obligation ........ ... ... ... . . ... .. .. . ... ... § — $ — $(253 % —
Net prior service cost .. ......... ... . . (22.2) — (73.1) —

Actuarial netloss .. ... ... (74.7) (78.3) (79.8) —

(96.9) (78.3) (178.2) —
....................................... 354 28.7 632 —

$(61.5)  $(49.6) S$(113.0) —

Income tax effect

The following amounts currently included in “Accumulated other comprehensive loss™ are expecied to be
recognized in 2007 as a component of net periodic penston and postretirement cost:

Postretirement and

(dollars in millions) Pension Benefits Other Benefits
Transition obligation ................ . ... .. .. ... $— 342
Priorservicecost .......... ... ... ... ... .. ... . 32 7.7
Actuarialloss ... . .. .. . . . . . ... 2.8 2.8

Plan Assets and Investment Policies and Strategies

The primary investment objective for the trusts holding the assets of the pension and postretirement plans is
preservation of capital with a reasonable amount of long-term growth and income without undue exposure to
risk. This is provided by a balanced strategy using fixed income and equities.

The pension plans’ assets consist of the following:

Percentage of Plan
Target Assets at
Allocation December 31,

2007 2006 2005
Planassets: . ... ... . . .
Fixedincome .. ... ... ... .. ... . . . . . . . ... 20 - 38% 30.0% 30.4%
Equity securities * ... .. o 55 -65% 59.9% 60.1%
Realestate . .......... . ... ... ... ... .. ... .. . 8-12% 10.1% 9.5%
Total ... 100.0% 100.0%
ES

Pension plan assets include $6.4 million and $4.9 miilion in Company common stock at
December 31, 2006 and 2005, respectively.
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The postretirement and other plans’ assets consist of the following:

Health Care Group Life Insurance
Percentage of Plan Percentapge of Plan
Assets at Assets at
Target December 31, Target December 31,
Allocation 2007 2006 2005 Allocation 2007 2006 2005

Plan assets:

Fixed INCOME .. ..o 35-45% 36.3% 409% 35-45% 41.0% 42.3%
Equity securities . ... ... 55-65% 63.7% 59.1% 55-65% 59.0% 57.7%
Total . ... 100.0% 100.0% 100.0% 100.0%

The Company expects to make cash payments related to its pension and postretirement health plans in 2007
of $6 million and $11 million, respectively.

The Pension Protection Act of 2006 {the “Act’™) was enacted on August 17. 2006. Most of its provisions will
become effective in 2008. The Act significantly changes the funding requirements for single-employer defined
benefit pension plans. The funding requirements will now largely be based on a plan’s calculated funded status.
with faster amortization of any shortfalls or surpluses. The Act directs the U.S. Treasury Department to develop a
new yield curve to discount pension obligations for determining the funded status of a plan when calculating the
funding requirements.

Additional Minimum Pension Liability

An additional minimum pension liability adjustment was required in 2005 for the three pension plans as the
accumulated benefit obligation exceeded the fair value of pension plan assets for each of those plans as of the
measurement date. The additional minimum pension liability is recorded as an intangible asset 1o the extent the
Company has unrecognized prior service costs with the remainder charged to accumulated other comprehensive
loss. net of deferred tax assets. The Company’s additional minimum pension liability (before the effect of income
taxes) was $103.8 million at December 31, 2005.

In 2006, an adjustment decreasing the amount of additional minimum pension liability (before the effect of
income taxes) of $6.9 million was recorded. Upon the adoption of SFAS 158, the Company is no longer required
to record an additional minimum pension liability as the unfunded status has been recorded at December 31,
2006.

Contributions and Estimated Future Benefit Payments

The following benefit payments, which reflect expected future service. as appropriate, are expected Lo be
paid over the next ten years from the Company and the assets of the Company’s pension plans and postretirement
health plans:

Postretirement Medicare

Pension and Other Subsidy
(dollars in millions) RBenefits Benefits Receipts
OO e e $ 416 $ 285 $ 15
D008 . e 41.6 29.8 1.7
2009 . e 423 30.6 1.9
0L . o e e e 42.2 31.2 2.1
20 1 1 PP P 41.9 3.4 22

Years 2012-2016 211.4 145.8 14.3




Assumptions

The following are the weighted average assumptions used in accounting for the pension and postretirement
benefit cost:

Postretirement and

Pension Benefits Other Bencfits
2006 2005 2004 2006 2005 2004
Discountrate ... ... . . 5.50% 5.50% 6.00% 5.50% 5.46% 6.00%
Expected long-term rate of return on pension and health
planassets ... 8.25% B8.25% 8.25% 8.25% 8.25% 8.25%
Expected long-term rate of return on group life plan assets .. ... n/a n/a nfa  8.25% 8.25% 8.00%
Future compensation growthrate ........... .. ... .. .. ... 4.10% 4.10% 4.50% 4.10% 4.10% 4.50%

The following are the weighted average assumptions used in accounting for and measuring the pension and
postretirement benefit obligation:

Postretirement and

Pension Benefits Other Benelits
December 31, December 31,
2006 2005 2006 2005
Discountrale .......... .. ... ... .. ........ 5.75% 550% 5.75% 5.50%
Future compensation growthrate .. ........... .. . . .. 410% 4.10% 4.10% 4.10%

The expected long-term rate of return on plan assets, developed using the building block approach, is based
on the participants’ benefit horizons, the mix of investments held directly by the plans, and the current view of
expected future returns, which is influenced by historical averages.

Changes in actual asset return experience and discount rate assumptions can impact the Company’s
operating results. financial position and cash flows. Actual asset return experience results in an increase or
decrease in the asset base and this effect, in conjunction with a decrease in the pension discount rate. may result
in a plan’s assets being less than a plan's benefit obligation.

The assumed health care cost trend rate used to measure the postretirement health benefit obligation at
December 31, 2006, was 10.0% and is assumed to decrease gradually to 4.5% by the year 2013. In addition, a
ene-percentiage point change in assumed health care cost trend rates would have the following effect on the
postretirement benefit costs and obligation:

(dollars in millions) 1% Inecrease 19 Decrease
2006 service and interest costs ... ... ... ... $29 $ 2.3
Postretirement benefit obligation at December 31, 2006 .. . . . .. $34.6 $(29.1)

10. Minerity Interest

For the periods presented in these Consolidated Financial Statements through February 14, 2006, Cingular
maintained a 19.9% ownership in CBW. The minority interest balance was adjusted as a function of Cingular's
19.9% share of the net income (loss) of CBW, with an offsetting amount being reflected in the Consolidated
Statements of Operations under the caption “Minority interest income.” On February 14, 2006, the Company
purchased Cingular’s 19.9% membership interest in CBW for $83.2 million. As a result, CBW is now a wholly-
owned subsidiary of the Company, and for periods after the acquisition date, no further CBW minority interest
was recorded. Refer to Note 5 for discussion of the transaction.
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11. Shareowners’ Deficit

Commeon Shares

The par value of the Company’s common shares is $0.01 per share. At December 31, 2006 and 2005,
common shares outstanding were 247.5 million and 247.2 million, respectively. In 1999, the Company’s Board
of Directors approved a share repurchase program authorizing the repurchase of up to $200 million of common
shares of the Company. The Company’s common shares outstunding are net of approximately 8.2 million and
7.9 million shares at December 31, 2006 and 2005, respectively, that were repurchased by the Company under its
share repurchase program and certain management deferred compensation arrangements for a total cost of $146.8
million and $145.5 million at December 31, 2006 and 2005, respectively.

Preferred Share Purchase Rights Plan

In 1997, the Company’s Board of Directors adopted a Share Purchase Rights Plan by granting a dividend of
one preferred share purchase right for each outstanding common share to shareowners of record at the close of
business on May 2, 1997. Under certain conditions, each right entitles the holder to purchase one-thousandth of a
Series A Preferred Share. The rights cannot be exercised or transferred apart from common shares, unless a
person or group acquires 15% or more, or 20% or more for certain groups, of the Company’s outstanding
common shares. The rights will expire May 2, 2007, if they have not been redeemed. The plan was amended in
2002. Under the original plan, no single entity was allowed to hold 15% of the Company’s outstanding shares.
The amendment increased the allowed threshold from 15% to 20% for an investment adviser within the meaning
of the Investment Advisers Act of 1940, and/or its affiliates.

Preferred Shares

The Company is authorized to issue 1,357,299 voting preferred shares without par value and 1,000,000
nonvoting preferred shares without par value.

The Company issued 155.250 voting shares of 6¥% cumulative convertible preferred stock at stated value.
These shares were subsequently deposited into a trust in which the underlying 155,250 shares are equivalent to
3,105,000 depositary shares. Shares of this preferred stock can be converted at any time at the option of the
holder into common stock of the Company at a conversion rate of 1.44 shares of Company common stock per
depositary share of 6 %1% cumulative convertible preferred stock. Annual dividends on the outstanding 6 ¥a%
cumulative convertible preferred stock of $10.4 million are payable quarterly in arrears in cash, or in common
stock in certain circumstances if cash payment is not legally permitted. The liquidation preference on the 6¥%:%
cumulative convertible preferred stock is $1,000 per share (or $50 per depositary share). The Company paid
$10.4 million in dividends in 2006, 2005 and 2004.

Warrants

As part of the issuance of the 16% Notes in March 2003, the purchasers of the 16% Notes received
17.5 million common stock warrants, which expire in March 2013, to purchase one share of Cincinnati Bell
common stock at $3.00 each. Of the total gross proceeds received for the 16% Notes, $47.5 million was allocated
to the fair value of the warrants using the Black-Scholes option-pricing model. This value less applicable
issuance costs was recorded to “Additional paid-in capital” in the Consolidated Balance Sheets. Warrants for
50,000 shares were exercised in 2005, and the remaining warrants are outstanding at December 31, 2006.
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Accumulated Other Comprehensive Loss

The Company’s shareowners’ deficit includes an accumulated other comprehensive loss and is comprised of
pension and postretirement unrecognized prior service cost. unrecognized transition (asset) obligation and
unrecognized actuarial losses. net of taxes. of $174.5 million and $49.6 million at December 31, 2006 and 2005.
respectively. The increase from December 31, 2005 was primarily due 1o the adoption of SFAS 158. Refer to
Note 9 for further discussion.

12. Commitments and Cunlingencies
Commitments '

The Company leases certain circuits, facilities and equipment used in its operations. Operating lease
expense was $22.9 million. $21.2 million and $24.8 million in 2006, 2005, and 2004, respectively. Operating
leases include tower site leases that provide for renewal options with fixed rent escalations beyond the initial
lease term. [n 2004, the Company recorded a $3.2 million adjustment related to prior periods to account for
certain rent escalations associated with its tower site leases on a straight-line basis. These rent escalations are
associated with lease renewal options that were deemed to be reasonably assured of renewal. thereby extending
the initial term of the leases. The adjustment was not considered material to the 2004 earnings or Lo any prior
years' carnings, earnings trends or individual financial statement line items.

Al December 31, 2006, future minimum lease payments required under operating leases, excluding certain
data center leases which are recorded as a restructuring liability (refer to Note 3), having initial or remaining
non-cancelable lease terms in excess of one year are as follows:

(dobars in millions)

2000 .. $ 165
2008 L. 15.1
2009 . 14.2
2000 . 13.9
2000 e 14.1
Thereafter .......................... 179.3

Total ..o $253.1

Vendor Concentration

In 1998. the Company entered into a ten-year contract with Convergys Corporation (“Convergys™). a
provider of billing, customer service and other services, which, in 2004, was extended to December 31, 2010.
The contract states that Convergys will be the primary provider of certain data processing, professional and
consulting and technical support services for the Company within CBT's operating territory. In return. the
Company will be the exclusive provider of local telecommunications services to Convergys. The contract
extension reduced the Company’s annual commitment in 2004 and 2005 to $35.0 million from $45.0 million.
Beginning in 2006, the minimum commitment is reduced 5% annually. The Company paid $34.3 million. $36.1
million and $37.5 million under the contract in 2006, 2005 and 2004, respectively.

Contingencies

in the normal course of business, the Company is subject 10 various regulatory and tax proceedings,
lawsuits. ¢laims and other matters. The Company believes adequate provision has been made for all such asserted
and unasserted claims in accordance with accounting principles generally accepted in the United States. Such
matters are subject 1o many uncertainties and outcomes that are not predictable with assurance.

In re Broadwing Inc. Securities Class Action Lawsuits, (Gallow v, Broadwing Inc., et al), U.S. District Court,
Southern District of Ohio, Western Division, Case No, C-1-02-795

Between October and December 2002, five virtually identical class action lawsuits were filed against
Broadwing Inc. and two of its former Chief Executive Officers in U.S. District Court for the Southern District
of Ohio.

85

-

SHOL Wihed)

3




These complaints were filed on behalf of purchasers of the Company’s securities between January 17, 2001
and May 20, 2002, inclusive, and alleged violations of Sectien 10(b) and 20(a) of the Securities and Exchange
Act of 1934 by, inter alia, (1) improperly recognizing revenue associated with Indefeasible Right of Use (“IRU™)
agreements; and {2} failing to write-down goodwill associated with the Company’s 1999 acquisition of 1XC
Communications, Inc. The plaintiffs sought unspecitied compensatory damages, attorney’s fees, and expert
CXpLnses.

On April 28, 2006, the Company and plaintiffs entered into a Memorandum of Understanding (“MOU”),
which set forth an agreement in principle to settle this matier. For these tawsuits and the derivative complaint
discussed below. the Compuny reserved $6.3 million in the first quarter of 2006 to reflect its contribution to the
setilement fund and to cover other settlement-related expenses. Under the MOU agreement, the Company and
certain of its insurance carriers agreed to contribute a total of $36 million to settle the claims in this matter and
obtain in exchange a release of all claims from the class members.

On July 12, 2006. the Company and plaintiffs entered into a definitive Stipulation and Agreement of
Settlement reflecting the terms of the above-referenced MOU. On July 21, 2006, Judge Rice issued a Preliminary
Order approving the notice and proof of claim forms to be mailed to class members and scheduled a Settlement
Fairness Hearing. The Settlement Fairness Hearing took place on September 6, 2006. On December 1, 2006, all
objections to the proposed settlement were withdrawn and the court gave final approval of the settlement and
dismissed all claims with prejudice.

In re Broadwing Inc. Derivative Complaint, {Garlich v. Broadwing Inc., et al), Hamilton County Court of
Common Pleas, Case No. A0302720.

This derivative complaint was filed against Broadwing Inc. and ten of its current and former directors on
April 9. 2003 alleging breaches of fiduciary duty arising out of the same allegations discussed in /n re Broadwing
Inc. Securities Clasy Action Lawsuits above. Pursuant to a stipulation between the parties, defendants were not
required, absent further order by the Court, to answer, move, or otherwise respond to this complaint until 30 days
after the federal court rendered a ruling on the defendants’ motion to dismiss in i re Broadwing Inc. Securities
Class Action Lawsuits.

On April 28, 2006. the Company and plaintiffs entered into a MOU, which sets forth an agreement in
principle to settle this matter. For this derivative lawsuit and the lawsuits discussed above, the Company reserved
$6.3 million in the first quarter of 2006 to reflect its contribution to the settlement fund and to cover other
settlement-related expenses. On July 12, 2006, the Company and plaintiffs entered into a definitive Stipulation
and Agreement of Scttlement reflecting the terms of the MOU. The Settlement Fairness Hearing tock place on
September 6, 2006 and the count has issued an order approving the Stipulation and Agreement of Settlement as
submitted by the partics. Accordingly, this case has been dismissed with prejudice.

In re Broadwing Inc. ERISA Class Action Lawsuits, (Kurtz v. Broadwing Inc., et af), U.S. District Court,
Southern District of Ohio, Western Division, Case No. C-1-02-857.

Between November 18, 2002 and March 17, 2003, five putative class action lawsuits were filed against
Broadwing Inc. and certain of its current and former officers and directors in the United States District Court for
the Southern District of Ohio. Fidelity Management Investment Trust Company was also named as a defendant in
these actions.

These cases, which purport to be brought on behalf of the Cincinnati Bell Inc. Savings and Security Plan,
the Broadwing Retirement Savings Plan, and a class of participants in the Plans, generally alleged that the
defendants breached their fiduciary duties under the Employee Retirement Income Security Act of 1974
("ERISA™) by improperly encouraging the Plan participant-plaintifts to elect to invest in the Company stock fund
within the relevant Plan and by improperly continuing to make employer contributions to the Company stock
fund within the relevant Plan.

On February 22, 2006. the Company entered into a Stipulation and Agreement of Settlement of ERISA
Actions {the “Agreement”} providing for the settlement of the consolidated case with no finding or admission of
any wrongdoing by any of the defendants in the lawsuit. Under the Agreement, defendunts were obligated to pay
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$11 miilion, which payment has been made on their behalf by their insurers, 10 a fund to settle the claims of, and
obtain a release of all claims from, the class members, On March 13, 2006, the Court issued an order giving
preliminary approval of the Agreement and scheduled  Settlement Fairness Hearing. The Settlement Fairness
Hearing took place on June 22, 2006. On October 5, 2006. the Court issued a final order approving the Stipulation
and Agreement of Settlement as submitted by the parties. Accordingly, this case has been dismissed with prejudice.

Freedom Wireless vs. BCGI, et al U.8. District Court, District aof Massachuserts, Case No. 05-110620-EFH.

On September 16, 2005, Freedom Wireless filed a patent infringement action against 24 wireless service
providers, including CBW. The suit alleged that the defendant wireless service providers were in violation of a
patent owned by Freedom Wireless. CBW obtained its rights to use the technology in question through Boston
Communications Group Inc. (“BCGI™). BCGI has acknowledged its obligation to indemnify CBW in accordance
with the termns of the license agreement. This lawsuit was preceded by a direct patent infringement suit against
BCGI by Freedom Wireless, in which BCGI was found liable. On July 21. 2006. BCGI issued a press release
indicating that it had reached a settlement agreement with Freedom Wireless in the underlying patent
infringement action. On October 16, 2006, Freedom Wircless filed a Notice of Dismissal dismissing with
prejudice all patent infringement claims against CBW arising from the alleged patent infringement by BCGI.
Accordingly. the Company considers this case to be closed.

Indemmifications Related to the Sale of Broadband Assets

The Company indemnified the buyer of the broadband ussets against certain potential claims, but all
indemnifications have expired except for those related to title and authorjzation. The title and authorization
indemnification was capped at 100% of the purchase price of the broadband assets, which is approximately $71
million,

weighted discounted cash flow analysis, utilizing the minimum and maximum potential claims and several

scenarios within the range of possibilities. In 2006, the Company decreased the liability related to the indemnity
obligations from $4.1 million to $1.2 million and recorded $2.9 million of income as a result of the expiration of /
certain warranties and guarantees. This income was included in “Gain on sale of broadband assets™ in the

Consolidated Statement of Operations. During 2005, no additional representations or warranties expired. In 2004,

the Company decreased the liability related 1o the indemnity obligations to $4.1 million due to the expiration of

In order 1o determine the fair value of the indemnity obligations. the Company performed a probability- \

the general representations and warranties and no broker warranties, and recorded $3.7 million as “Gain on sale K&
of broadband assets” in the Consolidated Statement of Operations. %
Additionally, in 2004, the Company paid $2.7 million related to indemnily obligations under a legal 2
settlemient agreement. o
2

13. Income Taxes

Income tax provision (benefit) consists of the foliowing:

Year Ended December 31, \\

(dollars in millions) 2006 2005 2004
Current:

Federal ... ... ... .. .. ... ... . .. . ... . . . . . ... $ 26 $ 1.0 % (0.5

Stateand local ....... ... ... ... . .. .. .. .. ... 3.7 1.2 1.5

Totalcurrent .. ... ... .. .. ... ... .. . ... ... .. 6.3 2.2 1.0
Investment tax credits ........ .. ... . ... . ... ... ... ... 0.4 0.5 {0.3)
Deferred:

Federal . ... ... .. ... .. ... .. ... . . .. ... 50.1 (21.2) 52.8

Stateand local ... ... ... ... . . 45.5 34.1 10.4

Totaldeferred ......... ... ... .. . . .. . . . . . ... . 95.6 12.9 63.2
Valuationallowance .. ... ... ... . ... ... .. . .. (33.2) 397 (27.8)

Total .. ... $683 §543 %361




The following is a reconciliation of the statutory federal income tax rate with the effective tax rate for each year:

Year Ended December 31,
2006 2005 2004

U.S. federal Statulory TAE . . oo oo vt ee e 350% 35.0% 35.0%
State and local income taxes, net of federal income tax ................ 11.6 (101.2y 105
Change in valuation allowance, net of federal income tax .............. (14.00 (253.6) (18.0)
State law changes ... ..o vuer i 87 (120.7) —
Nondeductible interest eXpense .. ..o e oo 5.4 (72.7) 7.7
Other differences. NEL . .ot v it e ettt e iane e 2.5 (19.2) 0.3
EffeCtiVe TAX TEE - o v o v oo et et e e e m et aa e 442% {(532.4)% 36.0%

The total income tax expense (benefit) recognized by the Company consists of the following:
Year Ended December 31,

(dollars in millions) 2006 2005 2004
Income tax provision (benefit) related to: .
Continuing Operations . ... ...ooveeer i $683 $543 $36.1
Other comprehensive iINCOMe ... ..o iinroennn (71.9) (24.6) (2.2)
Effectof SAB 108 . .. ... ittt (5.2) — —
Total income tax provision (benefit) .................. $ (88 $29.7 $339

The Company generated an income tax benefit from the exercise of certain stock options in 2006, 2003, and
2004 of $0.7 million. $0.1 million, and $1.3 million, respectively. This benefit resulted in a decrease in current
income taxes payable and an increase in additional paid-in capital.

In February 2006, the Kentucky Revenue Cabinet issued state tax regulations, which may limit the
Company's ability 1o use its state net operating loss carrylorwards against future state taxable income. The
Company recorded a one-time income tax charge of $3.6 million in the first quarter of 2006.

On June 30, 2005, legislation was passed in the state of Ohio instituting a gross receipts tax and phasing out
Ohio's corporate franchise and income tax over a five year period. As a result of this legislation, the Company
does not expect it will be able to realize income tax benefits associated with $47.5 million of deferred tax assets
previously recorded, of which approximately $36.5 million relates to Ohio net operating losses. The remaining
amount of approximately $11 million relates to the revaluation of other Ohio deferred tax assets to estimates of
future realizable value. Therefore. the Company recognized additional income tax expense of approximately
$47.5 million in 2005.

The components of the Company’s deferred tax assets and liabilities are as follows:

December 31,

(dollars in millions) 2006 2005
Deferred tax assets:
Net operating loss carryforwards ...t $7147 $817.3
Pension and postretirement benefits . ... 147.0 58.7
(610 S 48.0 319
Total deferred 1aX ASSEIS L v vt vt it 909.7 907.9
Valuation allOWaNCE « ot c e it e (150.7) (183.9)
Total deferred tax assets, net of valuation allowance . .......... 759.0 724.0
Deferred tax liabilities:
Property, plant and equipment . ............. oo 55.4 32.1
Federal deferred liability on state deferred (ax assets ............ 8.3 11.3
OHRET ottt e et e s 0.6 —
Total deferred tax habilities .. ... ... .o 64.3 434
Net deferred 1aX 88615 . ..o vt vr v iia i $ 6947 $680.6
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As of December 31, 2006. the Company had approximately $1.6 billion of federal operating loss tax
carryforwards, with a deferred tax asset value of approximately $559.4 million and approximately $155.3 million
in deferred tax assets related to state and local operating loss tax carrytorwards. The majority of the remaining
tax loss carryforwards will generally expire between 2017 and 2023, U.S. tax laws limit the annual utilization of
tax loss carryforwards of acquired entities. These limitations should not materially impact the utilization of the
tax carryforwards. The Company had a valuation allowance of $150.7 million and $183.9 million for the years
ended December 31. 2006 and 2005. respectively. The net decrease in the valuation allowance of $33.2 million
during 2006 was primarily due to a change in future utilization estimates of state net operating loss carrytforwards
and the impact of Texas legislation instituting a gross margin tax while eliminating the Texas corporate income
tax.

The ultimate realization of the deferred income tax assets depends upon the Company's ability to generate
future taxable income during the periods in which basis differences and other deductions become deductible, and
prior to the expiration of the net operating loss carryforwards. The Company concluded. due o the sale of the
broadband business and the historical and future projected carnings of the remaining businesses. that the
Company will utilize future deductions and available net operating loss carryforwards prior to their expiration.
The Company also concluded that it was more likely than not that certain state 1ax loss carryforwards would not
be realized based upon the analysis described above and therefore provided a valuation allowance.

14. Stock-Based Compensation Plans

The Company generally grants performance-based awards. time-based restricted shares and stock options.
The numbers of shares authorized and available for grant under these plans were approximately 78.3 million and
33.8 million, respectively, at December 31, 2006.

Performance-Based Awards

Awards granted generally vest over three years and upon the achievement of certain cash flow objectives. Prior
10 January 1, 2006, performance-based awards were accounted for under APB 25. Upon the adoption of SFAS
123(R). performance-based awards are now expensed based on its grant date fair value if'it is probable that the
performance conditions will be achieved. The Compuny granted. in 2006. performance units that provide for the
recipients to receive up to 819,750 shares, of which 273,250 shares vested in 2006. The fair value of the
pertormance units on the date of grant was $4.29 per share. During 2005, the Company granted 809.700 shares of
performance-based stock awards, of which 360,000 shares were vested in 2005. Of the awards granted in 2005,
171,130 shares vested and 5,836 shares were torfeited in 2006. The fair value of the 2005 performance-based
awards was $4.30 per share. There were no performance-based awards granted in 2004, The Company recognized
expense of $2.2 million in 2006 and $1.4 million in 2003, related to these awards. As of December 31, 2006,
unrecognized compensation expense related to performance-based awards was $0.3 million, which is expected to be
recognized in 2007,

Time-Based Restricted Sheares

The Company issued 253,199 of time-based restricted shares in December 2006, which vest in one-third
increments over a period of three years and have a fair value of $4.74 per share at the grant date. In 2005, the
Company issued 27 400 shares of time-based restricted shares. of which 23,600 vested in 2006 and the remaining
3.800 awards were forfeited. The fair value of the time-based restricted shares granted in 2005 was $4.60 per
share at the date of grant. The Company granted 140,000 shares of time-based restricted shares during 2004 with
a two-year vesting period. of which 10,000 shares were forfeited in 2005 and 130,000 shares vested in 2006. The
fair value of the shares granted in 2004 was $5.43 per share at the date of grant. The Company recognized
compensation expense of $0.1 million in 2006, $0.4 million in 2005 and $0.3 million in 2004, related to time-
based restricted shares. As of December 31, 2006, unrecognized compensation expense related to these shares
was $0.8 million. which is expected to be recognized over the next three years.

Stock Option Awards

Generally, stock options have ten-year terms and vesting terms of three years. On December 30, 2003, the
Company accelerated the vesting of all “out-of-the-money™ options, defined as those options for which the option
exercise price was greater than the closing market price on December 30, 2005 of the Company’s common stock.
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The Company also immediately vested 1,673,700 options that were granted in December 2005. Restrictions were
placed on the December 2005 option grant. such that the recipient’s right to sell any shares obtained upon
exercise of the options was limited to 28% upon the first anniversary of the grant. and an additional 3% per
month in cach of the 24 months thereafter. These selling restrictions do not represent a substantive service
period, and the restrictions lapse in the event that the optien holder’s employment with the Company terminates.
As a result of the vesting of all out-of-the-money options and the December 2005 grant. the Company estimated
that the impact on pro forma expense was $3.4 million. net of tax, in 2005. This amount was included in the pro
forma stock based compensation expense as disclosed in Note L.

The decision 1o accelerate the vesting of the out-of-the-money options and to fully vest the December 2005
option grunt was made primarily to reduce compensation expense that otherwise would have been recorded in
future periods following the Company’s adoption in 2006 of SFAS 123(R). Additionally. the Company believes
this action further enhances management’s focus on shareholder return and is in the best interest of the
Company’s shareholders.

Presented below is a summary of the status of outstanding Company stock options issued to employees and
related transactions:

2006 2005 2004
Weighted- Weighted- Weighted-
Average Average Average
Option Prices Option Prices Option Prices

(in thousands, except per share amounts) Shares Per Share Shares Per Share Shares Per Share
Options outstanding at January 1. . ... ... 22.828 $11.28 24.364 $12.06 30,007 $13.45
Granted ... ... . .. ... 1,260 4.61 2.163 4.06 2,198 3.98
Exercised .......... .. ... .. .. .. (335) 3.56 (722) 348 (854) 3.55
Forfeited/expired ......... ... ... .... (2.400) 12.94 (2,977) 14.38 (6,987) 16.58
Options outstanding at December 31. . ... 21,153 $10.89 22,828 S$11.28 24,364 512.06
Options exercisable at December 31, ... .. 19.974 $11.26 22.828 $11.28 18.670 $14.30

As of December 31, 2006, the aggregate intrinsic value of stock options outstanding and exercisable was
$4.9 million and $4.8 million, respectively.

The following table summarizes the status of Company stock options outstanding and exercisable at
December 31, 2006 (shares in thousands):

Options Outstanding Options Exercisable

Weighted-Average
Remaining Contractual

Weighted-Average
Option Prices

Weighted-Average
Option Prices

Range of Exercise Prices Shares Life in Years Per Share Shares Per Share
$18810%400 ... ... 5.469 7.5 $ 3.70 5375 $ 371
$4.060108566 ................ 5.420 7.7 5.32 4.335 547
$568 816,18 ... L. 4,498 3.0 12.24 4498 12.24
$16431082353 ... ... 4,598 29 19.18 4,598 19.18
$23.6908$38.19 ... 1,168 -3_}_2_ 32.62 1.168 32,62
Total ... ... ... ... ... 21,153 53 $10.89 19974 S11.26

I

The weighted average fair values at the date of grant for the stock options granted to employees were $1.57.
$1.37, and $1.09 during 2006, 2005, and 2004, respectively. The Company recognized compensation expense of
$0.2 million in 2006. As of December 31, 2006. there was $1.6 million of unrecognized stock compensation
expense related to stock options, which is expected to be recognized over a weighted-average period of
approximately three years, The intrinsic value of options exercised was $0.5 million in 2006, $0.7 million in
2005 and $1.1 million in 2004. The total fair value of stock options that became vested during 2006, 2005 and
2004 was $0.1 miilion, $13.1 million and $19.6 million. respectively. The weighted-average remaining
contractual life for exercisable stock options 1s approximately five yeurs,
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The fair values at the date of grant were estimated using the Black-Scholes option-pricing model with the
following weighted-average assumptions:
2006 2005 2004

Expected volatility .......... ... ... ... .. ... . . ... ... . . ... 29.7% 32.0% 35.0%
Risk-free interestrate .......... ... ... ... ... .. ... .. . .. ... .. 45% 43% 2.9%
Expected holding period — years ......... ... .. ... . ... . .. . . 5 4 3

Expecteddividends ......... ... . ... ... .. .. . . .. . ... .. .. 0.0% 00% 00%

The expected volatility assumption used in the Black-Scholes pricing model was based on historical
volatility. The risk-free rate is based on the U.S. Treasury yield curve in effect at the time of grant. The expected
holding period was estimated using the historical exercise behavior of employees and adjusted for abnormal
activity. The increase in the holding period is primarily attributed to the change in demographics for the
employees who received the awards. Expected dividends are based on the Company’s history of paying
dividends, as well as restrictions in place under the Company’s debt covenants. The Company’s policy for graded
vesling awards is to recognize compensation expense on a straight-line basis over the vesting period.

15, Business Segment Information

The Company’s segments are strategic business units that offer distinct products and scrvices and are
aligned with specific subsidiaries of the Company. The Company operates in five business segments: Local,
Wireless, Technaology Solutions (formerly referred to as Hardware and Managed Services), Other, and
Broadband, as described below.

The Local segment provides local voice telephone service, including dozens of enhanced custom calling
features, and data services, to customers in southwestern Ohio, northern Kentucky and southeastern Indiana.

The Wireless segment provides advanced, digital voice and data communications services and sales of
related cominunications equipment to customers in the Greater Cincinnati and Dayton, Ohio operating arcas.
This segment consists of the operations of the CBW subsidiary, a venture in which the Company historically
owned 80.1% and Cingular owned the remaining 19.9%. After February 14, 2006, CBW is now a wholly-owned
subsidiary as the Company purchased Cingular’s 19.9% membership interest in CBW for $83.2 million. See
Note 5 for further discussion,

Technology Solutions provides a range of fully managed and outsourced IT and telecommunications
services and offers solutions that combine data center collocation services along with the sale, installation and
maintenance of major branded IT and telephony equipment. In May 2006, Technology Solutions purchased ATI
for a purchase price of $3.5 miltion. ATI is based in Louisville, Kentucky and is a reseller of, and maintenance
provider for, telephony equipment. The financial results of ATI are included in this segment.

The Other segment combines the operations of Cincinnati Bell Any Distance Inc. (“CBAD™}, Cincinnalti
Bell Complete Protection (“CBCP”), the Company’s payphone business (“Public™), and Cincinnati Bell
Entertainment Inc. (“CBE”). CBAD resells long distance voice and audio-conferencing services, CBCP provides
security and surveillance hardware and monitoring services for consumers and businesses, Public provides public
payphone services, and CBE has been established to eventually provide entertainment services,

The Broadband segment no longer has any substantive, on-going operations. In 2003, the Company sold
substantially all of its broadband assets, which were reported in the Broadband segment. The Broadband segment
previously provided data and voice communication services nationwide over approximately 18,700 route miles
of fiber-optic transmission facilities. Operating income of $10.4 million in 2006 consisted mainly of the sale of a
bankruptcy claim receivable for $3.6 miilion, a $4.7 million gain on sale of broadband fiber assets and
$2.9 miilion of income from the expiration of certain warranties and guarantees, partially offset by restructuring
and legal costs. The gains associated with the sale of broadband assets and the expiration of warranties and
guarantees are included in “Gain on Sale of broadband assets” in the Consolidated Statements of Operations.
Remaining amounts comprising Broadband operating income are primarily included in “Selling. general and
administrative” in the Consolidated Statements of Operations. Broadband operating income for 2005 of
$12.3 million is primarily comprised of reversal of certain operating tax reserves totaling $11.2 million, which
is reflected as a reduction of “Selling, general and administrative” in the Consolidated Statements of Operations.
Operating income for 2004 of $10.7 million is due to reversal of certain operating tax reserves, adjustment of
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restructuring reserves for termination of contractual obligations, proceeds received from the sale of assets
previously written off, and gain on sale of broadband assets of $3.7 million due to the expiration of certain
indemnities to the buyer.

In the first quarter of 2006, the Company recorded a charge of $6.3 million to the Corporate segment related
to the settlement of the Company’s shareholder litigation. In 2005, “Asset impairments and other charges” in the
Consolidated Statements of Operations of $41.7 million is composed of the Wireless TDMA asset impairment
charge of $42.3 million (refer to Note 4), partially offset by gains on sale of assets previously written off in the
Broadband segment. In 2004, “Asset impairments and other charges” of $3.2 million is composed of Wireless
charges of $5.9 million on certain assets and intangibles, partially offset by $1.5 million of gains on sale of assets
previously written off in the Broadband segment and the gain on sale of out-of-territory assets in the Technology
Solutions segment.

Certain corporate administrative expenses have been allocated to segments based upon the nature of the
expense and the relative size of the segment. The Company’s business segment information is as follows:

Year Ended December 31,

Mim_s) 2006 2005 2004
Revenue
oGl ottt e s $ 7473 % 7556 % 7617
WWAECIESS © o v v v e e e e e e e 262.0 2375 261.7
Technology SOIUtIONS ..ot 216.6 172.7 134.7
(671 17<) ST R 79.0 7.7 78.6
INEEISERMENT . oo uvv et e e e ae (34.8) (33.9) (29.6)
TOtAl TEVEIUE . o o vt ot vee e e oot ia i eema e im e $1,270.1  $1,2096  $1,207.1
Intersegment revenue
LOCAL ot e e e $ 264 § 256 § 211
WWEEIESS & o et s ettt e e ' 28 2.7 2.1
Technology SOIUIONs . ... vriiii i 1.9 2.6 4.5
(01017 AU S 37 3.0 1.9
Total INtErsegment FEVENUE . .. ...« vevrannnre s os $ 348 % 339 % 296
Operating income (loss)
LGl o o et e e $ 2660 $ 2700 % 2791
WIEELESS © v e e e e e et ettt e e e 20.2 (51.7) (1.4)
Technology Solutions . ... 15.8 13.4 12.7
BT e e e e e s 25.8 26.6 18.0
Broadband ... . ... e 10.4 12.3 10.7
Corporate and eliminations . .............ovvivaaann (25.7) (17.9) (19.8)
Total operating inCome . ... ... veuvr o $ 3125 % 2588 % 2993
Expenditures for long-lived assets
LOCRD & ot et e e e e $ 80 S 943 5 801
VWITEIESS © o o e v v e e et e e et e 167.7 39.1 324
Technology SOIUtions . ... ... 14.7 7.2 15.6
(9111 SR 35 24 5.7
Corporate and eliminations ......... ..o 0.2 — 0.1
Total expenditures for long-lived assets ... $ 2751 % 1430 § 1339
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Year Ended December 31,

tdollars in millions}) 2006 2005 2004
Depreciation and amortization
Local ... . $ 1038 $ 1082 SI1172
Wireless ... 33.1 61.5 67.4
Technology Solutions . ............... .. ... . .. .. .. . 37 23 1.1
Other ..o oo 24 1.9 1.7
Broadband ... ... ... . . o — 0.1 —
Corporate and eliminations ........... ... .. .. . ... .. .. .. — 0.7 0.3
Total depreciation and amortization .. .. ... ... .. .. . ... $ 1430 $ 1747 %1877
Assets (at December 31, 2006 and 2005)
Local ..o $ 7104 % 7214
Wircless ... 382.1 274.2
Technology Solutions .. .......... ... ... ... ... . . ... . . .. 112.5 90.7
Other ..o 7.7 101.4
Broadband ... ... . .. 0.3 2.7
Corporate and eliminations .............. ... .. ... . . 730.8 672.9
Towlassets ... o $2,013.8  $1.863.3

Details of the Company’s service and product revenues are as follows:
Year Ended December 31,

(dollars in millions) 2006 2005 2004
Service revenue
Wireline . ... ... . $ 7854 % 7939 § 7983
Wireless ... 233.1 212.4 240.0 \
Manuged and data center services .. ............. . ... .. .. 474 37.1 234
Telephony installation and maintenance ... ......... . ... ... 237 20.1 21.0
Other ... .o 10.9 13.4 252
Total service revenue ... ... . 31,100.2  $1,076.9  $1,108.4
Product revenue ‘ @
Handsets and accessories ....... ... .. ... .. .. .. .. . . $ 261 § 224 $ 196 Tx
IT and computer-related equipment . ......... ... . .. . . .. 1115 80.2 51.6 b
Telephony and otherequipment ............. .. .. .. .. . .. 32.3 30.1 27.5 o
, e’
Total productrevenue ........... .. ... .. ... .. . . .. .. . $ 1699 % 1327 $ 987 R
The reconciliation of the Consolidated Statement of Cash Flows to expenditures for long-lived assets is as ’
follows: \
(dollars in millions) 2006 2005 2004 \
Per Consolidated Statement of Cash Flows:
Capital expenditures ............ ... ... ... .. ... .. $151.3  $143.0  $133.9
Acquisitions of business and remaining minority interest in
CBW . 86.7 — —

37.1 — —
32751 $143.0 1339




16. Supplemental Cash Flow Information

Year ended December 31,

(dollars in millions) 2006 2005 2004
Capitalized interest eXPense . . ... ararrner e s $ 10 $ 06 § 06
Cash paid for:
TEEIESE « v o v et e e e e et e 153.7 155.1 158.8
Income taxes (netof refunds) ............ ...t 6.6 2.1 2.3
Noncash investing and financing activities:
Increase in assets due to capital lease transactions ... .. (5.2) (11.4) —
Increase in liabilities due to capital lease transactions .. . .. - 52 11.4 —

17. Supplemental Guarantor Information — Cincinnati Bell Telephone Notes

CBT., a wholly-owned subsidiary of the Parent Company, has $230.0 million in notes outstanding that are
guaranteed by the Parent Company and no other subsidiaries of the Parent Company. The guarantee is full and
unconditional. The Parent Company’s subsidiaries generate substantially all of its income and cash flow and
generally distribute or advance the funds necessary to meet the Parent Company's debt service obligations. In the
fourth quarter of 2006, the Company’s payphone business becume part of BRCOM Inc., a subsidiary of the
Parent Company. The financial information presented below combines the Company’s payphone business with
the non-guarantors for all periods presented.

The following information sets forth the Condensed Consolidating Balance Sheets of the Company as of
December 31. 2006 and 2005 and the Condensed Consolidating Statements of Operations and Cash Flows for the
three years ended December 31, 2006. 2005, and 2004 of (1) the Parent Company, as the guarantor. (2) CBT. as
the issuer. and (3) the non-guarantor subsidiaries on a combined busis:

Condensed Consolidating Statements of Operations
Year ended December 31, 2006

Parent Other

(dellars in millions) {Guarantor) CRBT (Non-guarantors)  Eliminations Total
REVENUE oo vt ettt e canaeeee e $ —  $7473 $557.6 $ (34.8) $1,270.0
Operating costs and expenses . .............. 22.0 481.3 489.1 (34.8) 957.6
Operating income (loss) ... 22.00 260.0 68.5 — 3125
Equity in carnings of subsidiaries, net of tax .. .. 186.1 — — (186.1) —
[NIETESt EXPENSE .« .ot vvre e eee 146.1 15.1 326 317 162.1
Other expense (income), net ................ (32.5) 0.3 3.7 31.7 (4.2)
Income before INCOME 1AXES ... v v v ivvvnnn- 50.5 250.6 39.6 (186.1) 154.6
Income tax expense (beneftt) ................ (35.8) 89.8 14.3 — 68.3
NCLINCOME .o oot oot i et ea s naaanns 86.3 160.8 253 {186.1) 86.3
Preterred stock dividends . . ......... .. oo 10.4 — — — 10.4
Net income applicable to common

SharEOWREES .« ottt $ 759 $160.8 $ 253 5(186.1) § 759
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Year ended December 31, 2005

Parent Other

{dollars in millions) (Guarantor) CBT {Non-guarantors)  Eliminations Total

Revenue .......................... .. ... % — %7556 $487.9 $ (339 $1.2096

Operating costs and expenses .. ............. 17.9 479.5 4873 (33.9) 950.8

Operating income (loss) .............. . ... (17.9) 276.1 0.6 — 258.8

Equity in carnings of subsidiaries. net of tax . . . [13.8 — — (113.8) —
Interestexpense ... .0 i 168.0 16.9 37.2 (37.7) 184.4

Loss on extinguishment of debt. net .. ... . . ... 998 — — — 99.8
Otherincome.net ... ... ... ... ... .. (25.2) (5.9 (21.8) 377 (15.2)

Income (loss) before income taxes ..... ... ... (146.7) 265.1 {14.8) (113.8) (10.2)

Income 1ax expense (benefit) ............. .. (82.2) 99 8 36.7 — 54.3

Netincome (loss) ................... .. ... (64.5) 165.3 (51.5) {(113.8) (64.5)

Preferred stock dividends ......... ... ... ... 10.4 — — — 10.4

Net income (loss) applicable to common

sharcowners ... . L. $ (749) %1653 $(51.5) $(113.8) § (74.9)
Year ended December 31, 2004
Parent Other
{Guarantor) CBT {(Non-guarantors)  Eliminutions Total

Revenue ... ..o $ —  $761.7 $475.0 3 (29.6) $1.207.1

Operating costs and expenses .. ........ ... .. 19.3 482.6 435.0 (29.6) 907.8

Operating income (loss) ........... . ... .. .. (19.8) 279.1 40.0 — 2993

Equity in carnings of subsidiaries, net of tax . .. 1759 — — {175.9) —

Interest expense .. ... ... .. L. 185.5 17.5 256 (25.3) 203.3 \
Otherincome, net ... .. ... ... .. .. .. (21.5) (1.2) (6.9 25.3 4.3)

Income (loss) before income taxes ...... ... . (7.9) 262.8 21.3 (175.9) 100.3

Income tax expense (benefit) ............ . . (72.1) 101.9 0.3 - 36.1 !
Netincome .......... ... ... ......... . .. 64.2 i60.9 5.0 {175.9) 64.2 ;
Preferred stock dividends ......... ...... . 10.4 — — —_ 10.4 ‘ i
Net income applicable to common r %

shareowners . ... . ... L. $ 538 %1609 $ 15.0 5(173.9) $ 3538 ;J




Condensed Consolidating Balance Sheets

As of December 31, 2006
Parent Other

(dollars in millions) (Guarantor) CBT (Non-guarantors)  Eliminations Total
Cash and cash equivalents .................. $ 759 § 15 $ 20 h) — % 194
Receivables, net . ... oo i 0.3 71.0 90.6 — 161.9
Other CUrrenl assels . .. o.vvevnieneronnus 13.9 36.2 _‘;2 (17.2) 106.1

Total Current assets . . .. .o vrennroneanens 90.1 108.7 165.8 (17.2) 3474
Property, plant and equipment, net ........... 0.1 589.7 229.0 — 218.8
Goodwill and other intangibles, net ........... — — 166.2 — 166.2
Investments in and advances to subsidiaries . ... 1,047.7 —_ — (1,047.7) —
Other NONCUITENL @SSELS . . . oo v v e e e oo 365.1 12.0 349 8 (45.5) 681.4

Total asSets ... .....covenaiiirneeans $1,503.0 $7104 $910.8 $(1,110.4) $2,013.8
Current portion of long-termdebt ............ $ 40 § 09 $ 24 $ — %5 73
Accounts payable .. ... ... oo 0.5 327 40.9 — 74.1
Other current liabilities .................... 96.7 92.1 49.0 (0.3 237.5

Total current liabilities . ......... ... ...t 101.2 125.7 92.3 (0.3) 3189
Long-term debt, less current portion .......... 1,815.6 236.2 14.1 — 20659
Other noncurrent liabilities ................. 377.8 65.0 40.2 (62.4) 420.6
Intercompany payables ............ oo — 373 432.5 (469.8) —

Total liabilities .. ... .o 2,294.6 464.2 579.1 (532.5) 28054
Shareowners’ equity {(deficit) ................ (791.6) 2462 331.7 (5779 (791.6)

Total liabilities and shareowners’ equity

(deficit) ........ . ... it $1,503.0 $7104 $910.8 $(1,110.4) $2,013.8
As of December 31, 2005
Parent Other
(Guarantor) CBT (Non-guarantors)  Eliminations Total

Cash and cash equivalents . ................. $ 239 § 13 $ 05 $ — % 257
Receivables, net ... ... iiiieeanennnen. 2.2 75.2 83.5 -— 160.9
Other current 888818 .. . oo vvv v rvanns 12.3 294 85.5 (20.3) 106.9

Total CUTTENL ASSELS . . v v e v i e e e en e s 38.4 105.9 169.5 (20.3) 2935
Property, plant and equipment, net ........... 0.1 603.0 197.3 — 300.4
Goodwill and other intangibles,net ........... 25.5 — 76.7 — 102.2
Investments in and advances to subsidiaries .. .. 996.6 — —_ {996.6) —
Other noncurrent assets ... ..o 2096.1 12.5 415.4 (56.8) 0667.2

Total assets ... ......ccooiiriraearinnns $1,356.7 $721.4 $858.9 $(1,073.7) 31,8633
Current portion of long-termdebt ............ $ 40 % 25 $ 48 3 — % 113
Accountspayable ... o 0.2 369 32.7 — 69.8
Other current liabilities . ........ ... ... o 88.2 66.7 42.9 (1.4) 196.4

Total current liabilities . . ... ot 924 106.1 80.4 (1.4) 27715
Long-term debt, less current portion .......... 1,.826.3 2371 10.0 — 20734
Other noncurrent liabilities .. ............... 175.7 80.9 41.0 (75.7) 221.9
Intercompany payables ............. . ... — 31.7 470.5 (502.2) —

Total liabilities . .. ..o v 2,094.4 455.8 601.9 (579.3) 257238
Minority interest . . .....ovvenoane s — — 28.2 — 28.2
Shareowners’ equity (deficit) . ............... (737.7)  265.6 228.8 (494.4) (737.7)

Total liabilities and shareowners’ equity

(deficit) .............. i $1.356.7 $7214 $858.9 $(1,073.7) $1.863.3
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Condensed Consolidating Statements of Cash Flows
Year ended December 31, 2006

Parent Other

(dollars in millions) {Guarantor) CBT (Non-guarantors}  Eliminations Total
Cash flows provided by (used in) operating

activities ... 5 (59.6) §$2543 $ 140.0 $— $ 3347
Capital expenditures . ................ . .. — (89.0) (62.3) — (151.3)
Acquisition of businesses and wireless license . . — — (123.8) -_ {123.8)
Other investing activities . ............ . ... .. — 2.0 13.1 — 15.1
Cash flows used in investing activities ... . ... — (87.0) (173.0) — (260.0)
Funding between Parent and subsidiaries, net . . . 127.6 (165.7) 38.1 — —
Repaymentofdebt ........ ... ... ... ... ... (7.2} (2.5) (3.6) — (13.3
Other financing activities . ... . ... ... . .. .. (8.8) 1.1 — = 7.7y
Cash flows provided by (used in) financing

activities .......... .. ..., 111.6 (167.1) 34.5 - (21.0)

Increase in cash and cash equivalents ... . ... 52.0 0.2 1.5 — 53.7

Beginning cash and cash equivalents .. ... ... 239 1.3 0.5 —_ 25.7

Ending cash and cash equivalents .. ... ... .. $ 759 § 15 $ 20 $— $ 794

Year ended December 31, 2005

Parcat Other
{Guarantor) CBT (Non-guarantors)  Eliminations Total

Cash flows provided by (used in) operating

activities ... ... L $(224) $2584 $ 863 $— $ 3223
Capital expenditures . ................ . . . — (94.3) (48.7) — (143.0}
Other investing activities ....... ... ... ... . (1. 1.5 (0.1} — 0.3
Cash flows used in investing activities .. ... ... (1.1} (92.8) (48.8) —_ (142.7)
Funding between Parent and subsidiaries, net . . . 181.3 (143.4) (37.9) — —
Issuance of long-termdebt . ... ... . .. .. . . .. 752.0 — G.1 — 752.1
Repaymentofdebt .......... ... ... ... (879.1) (24.2) -— — (903.3)
Other financing activities ..... ... ... ... . (29.5) 1.9 — — (27.6)
Cash flows provided by (used in) financing

activities .. ... ... 247 (165.7) (37.8) — (178.8)

Increase (decrease) in cash and cash

equivalents ... ... ... . ... ... . .. 1.2 0.1 (0.3) — 0.8
Beginning cash and cash equivalents . ... .. .. 227 1.4 0.8 — 249
Ending cash and cash equivalents ... ... ... $ 239 § 13 $ 05 $— $ 257
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{dolars in millions)

Cash flows provided by (used in) operating

ACHVIHES + ottt e e e an

Capital expenditures .. ..........ooaneon
Proceeds from sale of assets . ...............
QOther investing activities ..................

Cash flows provided by (used in) investing

ACHIVITIES - o v eee e v

Funding between Parent and subsidiaries, net ...
Repayment of debt ......... ..ot
Other financing activities ................--

Cash flows provided by {used in) financing

ACHVILES & o oo r e i

Decrease in cash and cash equivalents ... ...
Beginning cash and cash equivalents .......

Ending cash and cash equivalents

Year ended December 31, 2004

Parent Other
(Guarantor) CBT (Non-guarantors)

§ (33.6) %2511 $ 832
— (80.1) (53.8)

— —_ 33

33 3.0 —
33 (77.1) (50.5)
2068  (173.4) (33.4)
(169.5) 3.0) 0.7
(7.8) 2.1 —
29.5 (174.3) 32.7)
(0.8) (0.3} —
23.5 1.7 0.8

$ 227 % 14 $ 0.8

Eliminations

Total

ST

$ 300.7

(133.9)
33
6.3

(124.3)

(171.8)
(5.7

(1717.5)




18. Supplemental Guarantor Information — 7 Y4% Senior Notes Due 2013, 7% Senior Notes Due 2015,
and 834 % Senior Subordinated Notes Due 2014

The Company’s 7 4% Senior Notes due 2013. 7% Senior Notes due 2015, and 8 %% Senior Subordinated
Notes due 2014 are guaranteed by the following subsidiaries: Cincinnati Bell Entertainment Inc., (f/k/a
ZoomTown.com Inc.). Cincinnati Bell Complete Protection Inc., Cincinnati Bell Any Distance Inc., Cincinnati
Bell Telecommunication Services LLC, Cincinnati Bell Wireless Company, Cincinnati Beil Wireless LLC.
BCSIVA Inc.. BRCOM Inc.. Cincinnati Bell Technology Solutions Inc., and IXC Internet Services Inc. Effective
February 14, 2006, the Company paid Cingular $83.2 million for its 19.9% interest in CBW. As a result, CBW
became a wholly-owned subsidiary of the Company, and as such, also became a guarantor of the notes. Also, in
the fourth quarter of 2006, the Company's payphone business became part of BRCOM Inc, a subsidiary of the
Parent Company and a guarantor of the notes. The financial mformation presented below combines CBW and the
Compuny’s payphone business with the guarantors for all periods presented. The Parent Company owns directly
orindirectly 100% of each guarantor and each guarantee is full and unconditional and joint and several. The
Parent Company’s subsidiaries generate substantially all of its income and cash flow and generally distribute or
advance the funds necessary to meet the Parent Company’s debt service obligations.

The following information sets forth the Condensed Consolidating Balance Sheets of the Company as of
December 31, 2006 and 2005 and the Condensed Consolidating Statements of Operations and Cash Flows for the
three years ended December 3 [, 2006, 2005, and 2004 of (1) the Parent Company, as the issuer, {2) the guarantor
subsidiaries on u combined basis. and (3) the non-guarantor subsidiaries on 2 combined basis:

Condensed Consolidating Statements of Operations
Year ended December 31, 2006

Parent

(dollars in millions) (Issuer}  Guarantors Non-guarantors  Eliminations Total
Revenue ...... .. ... . .. ... . . ... . . ... .. .. § — %6079 3$697.0 $ (348) $1.270.1
Operating costs and expenses ................. 220 541.5 428.9 (34.8) 957.6
Operating income (loss) .............. ... . (22.0) 66.4 268.1 — 312.5
Equity in eamings of subsidiaries, net of tax . .. .. 186.1 — — (186.1) —
Interest expense .. ............ .. .. .. ... .. ... 146.1 329 14.8 (31.7) 162.1
Otherincome,met ............ ... ... .. . . . (32.5) (3.1) 0.3) 317 (4.2)
Income before income taxes ....... . ... .. .. 50.5 36.6 253.6 (186.1) 154.6
Income tax expense (benefit) ......... ... .. (35.8) 15.0 89.1 — 68.3
Netincome .......... ... ... ... ... .. ... . 86.3 21.6 164.5 (186.1) 86.3
Preferred stock dividends ............. ... 0.4 — — — 104
Net income applicable to common shareowners .. $ 75.9 3216 $164.5 $(186.1) $ 759
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Year ended December 31, 2005

Parent

{dollars in millions} (Issuer} Guarantors Non-guarantors Eliminations Total
REVENUR v v v eee e e eanmem s $  —  $5403 $703.2 $ (33.9) $1,2096
Operating costs and eXpenses ................ 17.9 543.5 4233 (33.9) 950.8
Operating income (foss} .. ... vevaennnn e (17.9) 3.2 2799 — 258.8
Equity in earnings of subsidiaries, netof tax .. ... 113.8 — - — (113.8) —
INtErest EXPENSE . ..o o venvnonroneonreness 168.0 37.6 16.5 3770 184.4
Loss on extinguishment of debt, net ........... 99.8 —_ — — 99 8
Other INCOME, MEL .« oo oo e it ves (25.2) (22.6) _(§_I ) 37.7 __@)
Income (loss) before income taxes ............ (146.7) (18.2) 268.5 {113.8) (10.2)
Income tax expense (benefit) .. ... (82.2) 37.0 99.5 — 54.3
Netincome (JOSS) oo vv e (64.5) (55.2) 169.0 (113.8) (64.5)
Preferred stock dividends ... ... it 10.4 — — — 104
Net income (loss) applicable to common

GRATEOWNETS &+ v v o v e e v meamn e inrans $ (749)  $(55.2) $169.0 %1138 § (749

Year ended December 31, 2004
Parent
(Issuer)  Guarantors Non-guarantors Eliminations Total

REVENUS &+ o oveeeeeiiamae i $ — 85339 $702.8 $ (29.6) $1,207.1
Operating costs and €Xpenses . ............ ... 19.8 4952 422.4 (29.6) 907.8
Operating income (10s8) .. ... .. oveveio s (19.8) 38.7 280.4 — 299.3
Equity in earnings of subsidiaries, net oftax ..... 1759 — —_ (175.9) —
INLEIESt EXPENSE - oo ovunnvrrec s on e 185.5 19.7 17.0 (18.9) 203.3
OMher INCOME, NEE . o vt e v e e aans {(21.5) (0.9 (0.8) 18.9 4.3
Income (loss) before income taxes ............ 7.9 19.9 264.2 (175.9) 100.3
Income tax expense {benefit) ................. (72.1) 5.0 103.2 — 36.1
NG INCOMIE v o e evreensemanr e e s 64.2 14.9 161.0 {175.9) 64.2
Preferred stock dividends ... ... oot 10.4 — — — 10.4
Net income applicable 1o common

|

SHATEOWDETS .+ o v v ee e iereanincananaans $ 538 § 149 $161.0 $(175.9) % 538
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Condensed Consolidating Balance Sheets

(dollars in millions)
——

Cash and cash equivalents .. ...... .. ... .. . ..
Receivables,met ........ ... ... ... .. . ..

Total current assets .. ............... . . ..
Property, plant and equipment, net
Goodwill and other intangibles, net ........ .. .
Investments in and advances to subsidiaries . . . .
Other noncurrent assets

Totalassets ............. ... ... ...

Current portion of long-termdebt ,...........
Accountspayable ........... .. .. ... .. .. ..

Total current liabilities . ... .. .. ... ... .. ..
Long-term debt, less current portion ... ... . ...
Other nencurrent liabilities
Intercompany payables

Total liabilities and shareowners’ equity
(deficit)

Cash and cash equivalents . ... ... .. . .. . . . .
Receivables,met ............... ... .. . .

Total current assets .. . ... ... ... ... . . .
Property, plant and equipment, net
Goodwill and other intangibles net ... .. ... ...
Investments in and advances to subsidiaries . . . .
Other noncurrent assets

Totalassets ...... ... ... . . ... ..

Current portion of long-term debt
Accounts payable ....... ... ... .. .. . .. . .

Total current liabilities . ........ ... .. . .. ..
Long-term debt, less current portion . ... ... ...
Other noncurrent liabilities
Intercompany payables

Total liabilities and shareowners’ equity
(deficit)

As of December 31, 2006
Parent
(Issuer) Guarantors Non-guarantors  Eliminations Total
$ 759 % 20 $ 1.5 h — $ 794
0.3 104.5 57.1 — 161.9
13.9 73.6 35.8 (17.2) 106.1
90.1 180.1 94.4 (17.2) 3474
0.1 230.6 588.1 — 818.8
— 166.2 — — 166.2
1,047.7 9.9 — (1,057.6) —
365.1 349.8 12.0 (45.5) 681.4
$1,503.0  $936.6 $694.5 $(1,120.3) $2,013.8
h 40 § 24 $ 09 5 — 5 7.3
0.5 59.0 14.6 — 74.1
96.7 51.2 ﬂ (0.3) 2375
101.2 112.6 105.4 0.3 3189
1,815.6 14.0 236.3 — 2,065.9
377.8 50.2 55.0 (62.4) 420.6
— 432.5 47.2 479.7) —_
2,204.6 609.3 4439 (542.4) 2.,805.4
(791.6) 327.3 2506 577.9) (791.6)
$1,503.0  $936.6 $694.5 $(1,120.3) $2,013.8
As of December 31, 2005
Parent
(Issuer) Guarantors Non-guarantors  Eliminations Total
$§ 239 % 05 $ 13 ¥ — § 257
22 99.8 58.9 — 160.9
12.3 86.7 28.2 _ﬂ) 106.9
38.4 187.0 88.4 (20.3) 2035
0.1 200.1 600.2 — 800.4
25.5 76.7 — —_ 102.2
996.6 — — (996.6) —_
296.1 416.0 11.9 (56.8) 667.2
$1.356.7  $879.8 $700.5 5(1,073.7)  $1,863.3
$ 40 §$ 48 $ 25 $ — % 113
0.2 48.7 20.9 — 69.3
88.2 44.1 63.5 (1.4) 196.4
92.4 97.6 88.9 (1.4) 277.5
1,826.3 10.0 237.1 — 2.073.4
175.7 38.6 833 (75.7) 2219
— 474.6 27.6 (502.2) -—
2,094.4 620.8 436.9 (579.3) 25728
— 28.2 — — 28.2
(737.1) 230.8 263.6 (494.4) (737.7)
$1,356.7  $879.8 3700.5 $(1,073.7) $1,863.3
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Condensed Consolidating Statements of Cash Flows

(dollars in millions)

Cash flows provided by (used in) operating

ACHVIEIES © v v o v v e e i

Capital expenditures . ...
Acquisition of businesses and wireless license.. . ...
Other investing activities . .. ...t

Cash flows used in investing activities .........

Funding between Parent and subsidiaries, net . ...
Repaymentofdebt . ...
Other financing activities . .............. .0

Cash flows provided by (used in} financing

ACHVITES « o v v oo e ma e

Increase in cash and cash equivalents ........
Beginning cash and cash equivalents ........

Ending cash and cash equivalents ...........

Cash flows provided by (used in) operating

ACVILIES . v e

Capital expenditures ............coovvonons
Other investing activities . ... ovvens

Cash flows used in investing activities ........

Funding between Parent and subsidiaries, net .. ..
Issuance of long-termdebt ........... ...
Repaymentofdebt ...
Other linancing activities ..................

Cash flows provided by (used in) financing

ACHIVILIES © e e oo e

Increase (decrease) in cash and cash

equivalents . ... ...
Beginning cash and cash equivalents ... ..

Ending cash and cash equivalents ..........

Year ended December 31, 2006

Parent

(Issuer)  Guarantors Non-guarantors  Eliminations Total
$ (59.6) $ 1580 $ 2363 $: $ 3347
— (63.5) (87.8) — (151.3)
—  (123.%) — — (123.8)

— 11.9 3.2 — 15.1
— (175.4) (84.6) — (260.0)
127.6 22.5 (150.1} — —
(7.2) 3.6) {2.5) -— (13.3)
(8.8) — Ll - (1.7)
111.6 18.9 (151.5) — S (21.0)
52.0 1.5 0.2 — 53.7
23.9 0.5 1.3 — 25.7
$ 759 § 20 $ 15 S—  $ 794

Year ended December 31, 2005
Parent

(Issuer)  Guarantors Non-guaraniors Eliminations Total
S (224) $ 778 $2669 s—  §3223
— (51.6) (91.4) — {143.0}
(.1 1.4 — — 0.3
(1.1) (50.2) 91.4) o (142,77
181.3 299 (151.4) — —
752.0 0.1 — — 752.1
(879.1) — (24.2) — (003.3)
(29.5) 1.9 — — (27.6)
247 27.9 (175.6) . — (178.8)
1.2 (0.3) 0.1 — 0.8
227 0.8 i.4 o 24.9
$ 239 $ 05 $ 13 s— § 257




(dollars in millions)

Cash flows provided by (used in) operating

activities . ..., ...

Capital expenditures ......... .. ... . ..
Proceeds from sule of assets .......... .. .. ..
Other investing activities . .. ..... ... .. ..

Cash flows provided by (used in) investing

actvities . .............. ..

Funding between Parent and subsidiaries, net . . . .
Repaymentofdebt............ .. ... ...

Cush flows provided by {used in) financing

activities . ........... ..

Decrease in cash and cash equivalents . ...,
Beginning cash and cash equivalents . . .. . ..

Ending cash and cash equivalents .. ... ...

Year ended December 31, 2004

Parent

(Issuer)  Guarantors Non-guarantors  Eliminations Total
$ (33.6) $1193 $215.0 §: 3 300.7
— (55.1) (78.8) — (133.9)
— 33 — — 33
33 — 3.0 — 6.3
33 (51.8) (75.8) — (124.3)
206.8 {68.3) (138.5) — —
(169.5) 0.7 (3.0) — (171.8)
(7.8) — 2.1 — (5.7
295 (67.6) (139.4) - (177.5)
(0.8) 0.1) (0.2) — (1.1)
235 0.9 1.6 = 26.0
$ 227 % 08 5 14 $;— $ 249
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19. Quarterly Financial Information (Unaudited)

First Second Third Fourth
{dollars in millions, except per share amounts) Quarter Quarter Quarter Quarter Total
2006
REVEOUE .+ v eetie i nmnaenr s $2082  $323.3  $320.1  $3285 $1.270.1
Operating iNCOME .. ... ovrvanrrenn s 711 83.2 83.5 74.7 3125
NEL INCOIMIE - vt v vt ve e cmeir oo asns 14.1 24.3 251 22.8 86.3
Basic earnings per common share ........... 0.05 0.09 0.09 0.08 0.31
Diluted carnings per common share .......... 0.05 0.09 0.09 0.08 0.30

First Second Third Fourth

{dollars in millions, except per share amounts} Quartet Quarter Quarter Quarter Total
2005
REVEIUE .+ o v eeeveeemennasanaeosnnnn $288.6  $3154  $3003  $3053 $1,209.6
Operating income .. ......ovvieevnrosns 55.2 759 72.1 55.6 258.8
Net income (loSS) .. vvvvnrii v 3.2) (29.8) (44.1) 12.6 (64.5)
Basic earnings (loss) per common share ... .. {0.02) 0.13) (0.19) 0.04 0.30)
Diluted earnings (loss) per common share .. ... (0.02) (0.13) (0.19) 0.04 {0.30)

The effects of assumed conversions are determined independently for each respective quarter and year and
may not be dilutive during every period due 1o variations in operating results. Therefore, the sum of quarterly per
share results will not necessarily equal the per share results for the full year.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

No reportable information under this item.

Item 9A. Controls and Procedures

(a)

(b)

(c)

Evaluation of disclosure controls and procedures.

The term “disclosure controls and procedures” (defined in SEC Rule 13a-1 5(e)) refers to the controls
and other procedures of a company that are designed to ensure that information required to be disclosed by a
company in the reports that it files under the Securities Exchange Act of 1934 (the “Exchange Act”) is
recorded, processed, summarized and reported within required time periods. Disclosure controls and
procedures include, without limitation, controls and procedures designed to ensure that information required
to be disclosed is accumulated and communicated to management, including the Chief Executive Officer
and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.
Cincinnati Bell Inc.’s management, with the participation of the Chief Executive Officer and Chief
Financial Officer, have evaluated the effectiveness of the Company's disclosure controls and procedures as
of December 31, 2006 (the “Evaluation Date™). Based on that evaluation, Cincinnati Bell Inc.’s Chief
Executive Officer and Chief Financial Officer have concluded that, as of the Evaluation Date, such controls
and procedures were effective to ensure that information the Company is required to disclose in reports that
are filed or submitted under the Exchange Act are recorded, processed, summarized, and reported within the
time periods specified in the SEC’s rules and forms, and that such information is accumulated and
communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as
appropriate, to allow timely decisions regarding required disclosure.

Management’s report on internal contro! over financial reporting.

Management’s Report on Internal Control over Financial Reporting and the Report of Independent
Registered Public Accounting Firm thereon are set forth in Part 11, Item 8 of this Annual Report on
Form 10-K.

Changes in internal control over financial reporting.

The term “internal control over financial reporting” (defined in SEC Rule 13a-15(f)) refers to the
process of a company that is designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. Cincinnati Bell Inc.’s management, with the participation of the Chief
Executive Officer and Chief Financial Officer, have evaluated any changes in the Company’s internal
control over financial reporting that occurred during the fourth quarter of 2006, and they have concluded
that there was no change to Cincinnati Bell Inc.’s internal control over financial reporting in the fourth
quarter of 2006 that has materially affected, or is reasonably likely to materially affect, Cincinnati Bell
Inc.’s internal control over financial reporting.

Item 9B. OQther Information

No reportable information under this itent.
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PART III

Item 10. Directors and Executive Officers and Corporate Governance

The information required by [tem 401, Item 405, Ttem 406 and 407 (¢)(3), (d)(4) and (d)(5)of Regulation
S-K regarding directors of Cincinnati Bell Inc. can be found in the Proxy Statement for the Annual Meeting and
incorporated herein by reference.

The Company’s Code of Ethics for Senior Financial Officers that applies to its Chief Executive Officer,
Chief Financial Officer and Chief Accounting Officer is filed as an exhibit to this Form 10-K and posted on the
Company's website at http://www cincinnatibell.com. Within the time period required by the SEC and the New
York Stock Exchange (“NYSE”}), the Company will post on its website any amendment to the Code of Ethics for
Senior Financial Officers and any waiver of such code relating to such senior executive officers of the Company.

[n addition to the certifications of the Company’s Chief Executive Officer and Chief Financial Officer
required under Section 302 of the Sarbanes-Oxley Act of 2002 and filed as exhibits to this Annual Report on
Form 10-K, in May 2006 the Company’s Chief Executive Officer submitted to the NYSE the certification
regarding compliance with the NYSE’s corporate governance listing standards required by Section 303 A. 12 of
the NYSE Listed Company Manual.

Executive Officers of the Registrant:

The names, ages and positions of the executive officers of the Company as of December 31, 2006 are as
follows:

Name Age T]—tll;‘

John F. Cassidy (a) ... ..ccovvvnnns 52 President and Chief Executive Officer

RodneyD.Dir . ..........covinn s 49 Chief Operating Officer

Brian A.ROSS ... oot 49 Chief Financial Officer

Jeffery D. Coleman ................ 43 Vice President, Internal Controls

Christopher J. Wilson . ............- 41 Vice President, General Counsel, and Secretary

Brian G. Keating .. ..... ..o 53 Vice President, Human Resources and
Administration »

Aunthony P. Schulte ........ooveann 32 Vice President, Investor Relations and
Corporate Communications

Mark W. Peterson . .......oooainns 52 Vice President and Treasurer

Kurt A. Freyberger ..............-. 40 Vice President and Controller

(2) Member of the Board of Directors

106




Officers are elected annually but are removable at the discretion of the Board of Directors.

JOHN F. CASSIDY, President and Chief Executive Officer since July 2003; Director of the Company
since September 2002; President and Chief Operating Officer of Cincinnati Bell Telephane since May 2001 ;
President of Cincinnati Bell Wireless since 1997; Senior Vice President, National Sales & Distribution of Rogers
Cantel in Canada from 1992-1996; Vice President, Sales and Marketing, Ericsson Mobile Communications from
1990-1992; Vice President, Sales and Marketing, General Electric Company from 1988-1990,

RODNEY D. DIR, Chief Operating Officer of the Company since July 2005; Vice President, National
Retail Sales and Operations of T-Mobile, USA from 2001-2005; Chief Operating Officer of wireless operaling

subsidiaries for Poweitel, Inc. from 1999-2001: Executive Vice President and General Manager of the Powertel
Atlanta subsidiary from 1996-1999.

BRIAN A. ROSS, Chicf Financial Officer of the Company since 2004; Senior Vice President of Finunce
and Accounting of the Company in 2003; Vice President of Finance and Accounting of the Company's

Cincinnati-based operating subsidiaries from 2001-2003; Vice President of Finance and Accounting of
Cincinnati Bell Wireless from 1999-2001.

JEFFERY D. COLEMAN, Vice President of Internal Controls of the Company since August 2005;
Director of Internal Audit of Convergys, 2000-2005: Regional General Auditor of H.J. Heinz, 1995-2000,

CHRISTOPHER J. WILSON, Vice President and General Counsel of the Company since August 2003;

Associate General Counsel and Assistant Corporate Secretary for the Company's Cincinnati-based operating
subsidiaries from 1999-2003.

BRIAN G. KEATING, Vice President, Human Resources and Admimstration of the Company since
August 2003; Vice President, Human Resources and Administration of the Cincinnati Operations, 2000-2003;
Director of Labor Relations, Staffing and Safety of the Company, 1988-2000:

ANTHONY P. SCHULTE, Vice President of Investor Relations and Corporate Communications of the
Company since September 2005; various financial analysis and operational roles with the Company from
December 1997 to September 2005.

MARK W. PETERSON, Vice President and Treasurer of the Company since March 1999: Vice President

and Assistant Treasurer of Sprint Corporation, 1996-1998: Senior Director of KPMG's Policy Economics Group,
1994-1996,

KURT A. FREYBERGER, Vice President and Controller of the Company since March 2005; Assistant

Corporate Controller at Chiquita Brands International, Inc. from 2000 to March 2005; various financial reporting
roles at Chiquita from 1996-2000.

Items 11 and 12, Executive Compensation and Security Ownership of Certain Beneficial Qwners and
Management and Related Stockholder Matters

The information required by these items can be found in the Proxy Statement for the Annual Meeting and
incorporated herein by reference.

Item 13. Certain Relationships, Related Transactions and Director Independence

The information required by these items can be found in the Proxy Statement for the Annual Meeting and
incorporated herein by reference,

Item 14.  Principal Accountant Fees and Services

The information required by these items can be found in the Proxy Statement for the Annual Meeting and
incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

Financial Statement Schedules

Financial Statement Schedule I} — Valuation and Qualifying Accounts is included on page 112. All other
schedules are not required under the related instructions or are not applicable.

Exhibits

Exhibits identified in parenthesis below, on file with the Securities and Exchange Commission (“SEC™), are
incorporated herein by reference as exhibits hereto.

Exhibit
Number

(3.1)(a)

(3.1)(b)

(b))

(4)(b)(ii)

{4)(b)(iii)

{4)b)iv)

()i

(He)iixD)

(4)(e)ii)(2)

(A)e)(in(3)

(d)(e)mi)l)

Description

Amended Articles of Incorporation of Cincinnati Bell (Exhibit 3.1(a) to Form $-4 dated July 17,
2003, File No. 1-8519).

Amended Regulations of Cincinnati Bell (Exhibit 3.2 to Registration Statement No. 2-96054).

Rights Agreement dated as of April 29, 1997, between Broadwing and The Fifth Third Bank
which includes the form of Certificate of Amendment to the Amended Articles of Incorporation
of the Company as Exhibit A, the form of Rights Certificate as Exhibit B and the Summary of
Rights to Purchase Preferred Stock as Exhibit C (Exhibit 4.1 to Broadwing’s Registration
Statement on Form 8-A filed on May 1, 1997).

Amendment No. 1 to the Rights Agreement dated as of July 20, 1999, between Broadwing and
The Fifth Third Bank (Exhibit 1 to Amendment No. 1 of Broadwing’s Registration Statement
on Form 8-A filed on August 6, 1999).

Amendment No. 2 to the Rights Agreement dated as of November 2, 1999, between Broadwing
and The Fifth Third Bank (Exhibit 1 to Amendment No. 2 of Broadwing’s Registration
Statement on Form 8-A filed on November 8, 1999).

Amendment No. 3 to the Rights Agreement dated as of June 10, 2002, between Broadwing and
The Fifth Third Bank (Exhibit | to Amendment No. 3 of Broadwing’s Registration Statement
on Form 8-A filed on July 2, 2002).

Indenture dated July 1, 1993, between Cincinnati Bell Inc., Issuer, and The Bank of New York,
Trustee, in connection with $50,000,000 of Cincinnati Bell Inc. 7 V2% Notes Due June 15, 2023
(Exhibit 4-A to Current Report on Form 8-K, date of report July 12, 1993, File No. 1-8519).

Indenture dated as of QOctober 27, 1993, among Cincinnati Bell Telephone Company, as Issuer,
Cincinnati Bell Inc., as Guaranior, and The Bank of New York, as Trustee (Exhibit 4-A to
Current Report on Form 8-K, filed October 27, 1993, File No. 1-8519).

First Supplemental Indenture dated as of December 31, 2004 to the Indenture dated Octaber 27,
1993 by and among Cincinnati Bell Telephone Company, as Issuer, Cincinnati Bell Inc. as
Guarantor, and The Bank of New York, as Trustee (Exhibit 4(c)(1i)(2) to Annual Report on
Form 10-K for the year ended December 31, 2004, File No. 1-8519).

Second Supplemental Indenture dated as of January 10, 2005 to the Indenture dated October 27,
1993 by and among Cincinnati Bell Telephone Company, as Issuer, Cincinnati Bell Inc. as
Guarantor, and The Bank of New York, as Trustee (Exhibit 4(c)(ii)(3) to Annual Report on
Form 10-K for the year ended December 31, 2004, File No. 1-8519}.

Indenture dated as of November 30, 1998 among Cincinnati Bell Telephone Company, as
Issuer, Cincinnati Bell Inc., as Guarantor, and The Bank of New York, as Trustee (Exhibit 4-A
to Current Report on Form 8-K, filed November 30, 1998, File No. 1-8519).
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Exhibit
Number

(e)(iiN2)

(H)()(ii)(3)

(Hc)iv)

() vi)

(Ae)vix1)

(HeHviX2)

(Be)vi)3)

(Hle)vi)(4)

(DS

(He)(vi)6)

(Hee)viix(1)

Description

First Supplemental Indenture dated as of January 10, 2005 1o the Indenture dated November 30,

1998 among Cincinnati Bell Telephone Company, as Issuer. Cincinnati Bell Inc.. as Guarantor.
and the Bank of New York, as Trustee (Exhibit 4(c)(iii}{2) to Annual Report on Form 10-K for
the year ended December 31, 2004, File No. 1-8519).

Second Supplemental Indenture dated as of Junuary 10, 2005 to the Indenture dated
November 30. 1998 among Cincinnati Bell Telephone Company. as Issuer, Cincinnati Bell
Inc.. as Guarantor, and the Bank of New York. as Trustee (Exhibit (4)(c)(iii)(3) to Annual
Report on Form 10-K for the year ended December 31, 2004, File No. 1-8519).

Warrunt Agreement, dated as of March 26, 2003, by and among Broadwing Inc., GS Mezzanine
Partners 11, L.P.. GS Mezzanine Partners 1l Offshore. L.P.. and any other affiliate purchasers
(Exhibit {(4)(c){vii) to Annual Report on Form 10-K for the year ended December 31. 2002,

File No. 1-8519).

Equity Registration Rights Agreement. dated as of March 26. 2003 by and between Broadwing
Inc.. GS Mezzanine Partners 11, L.P., GS Mezzanine Partners 11 Offshore. L.P.. and any other
affiliate purchasers (Exhibit (4)(c)(ix) to Annual Report on Form 10-K for the year ended
December 31, 2002, File No. 1-8519).

Purchase Agreement, dated as of March 26. 2003 by and among Broadwing Inc.. GS
Mezzanine Partners I1. L.P.. GS Mezzanine Partners 11 Offshore. L.P.. and any other affiliate
purchasers of Senior Subordinated Notes due 2009 (Exhibit (4){(c)(x)(1) to Annual Report on
Form i0-K for the year ended December 31, 2002, File No. 1-8519).

First Amendment to Purchase Agreement. dated as of March 26, 2003 by and among
Broadwing Inc.. GS Mezzanine Partners 11, L.P.. GS Mezzanine Partners Il Offshore. L..P.. and
any other affiliate purchusers of Senior Subordinated Notes due 2009 (Exhibit (4)(c)(x)(2) to
Annual Report on Form 10-K for the year ended December 31, 2002, File No. 1-8519).

Second Amendment to Purchase Agreement, duted as of April 30, 2004 by and among
Broadwing Inc.. GS Mezzanine Partners 1. L.P.. GS Mezzanine Partners [I Offshore, L.P., and
any other affiliste purchasers of Senior Subordinated Notes due 2009 (Exhibit (4)(c)(x)(3) to
Quurterly Report on Form 10-Q for the quarter ended March 31, 2004, File No. [-8519).

Third Amendment 1o Purchase Agreement, dated April 30). 2004, by and among Cincinnati Bell
Inc., GS Mezzanine Partners 11, L.P., GS Mezzanine Partners 11 Offshore, L.P., and any other
affiliate purchasers of Senior Subordinated Notes due 2009 (Exhibit 4(c){(viii){4) to Annual
Report on Form 10-K for the year ended December 31. 2004, File No. 1-8519).

Fourth Amendment to Purchase Agreement, dated January 3i. 2005, by and among Cincinnati
Bell Inc., GS Mezzamine Partners 11, L.P.. GS Mezzanine Partners 11 Offshore, L.P., and any
other affiliate purchasers of Senior Subordinated Notes due 2009 (Exhibit 4(c){viii)(5) to
Annual Report on Form 10-K tor the year ended December 31, 2004, File No. 1-8519).

Note Repurchase Agreement, dated August 5. 2005, by and among Cincinnati Bell Inc., GS
Mezzanine Partners 11, L.P., GS Mezzanine Partners Offshore. L.P., and any other affiliate
purchasers of Senior Subordinated Notes due 2009 (Exhibit 10.1 to Current Report on
Form 8-K. date of Report August 8. 2005, File No. 1-8519).

Indenture dated as of July |1, 2003, by and among Cincinnati Bell Inc., as Issuer, the
Guarantors party thereto, and the Bank of New York, as Trustee. in connection with Cincinnati
Bell 7 V4% Senior Notes due 2013 (Exhibit (4){c)(x1) on Form 5-4 dated July 17. 2003,

File No. 1-8519).
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Exhibit
Number

(D) (vi)}2}

() (e)(viii)

(@)e)ix)

(4)ce)(x)

(10)()

(JO)EIHAXL)*

(10 (AN

(10)(ii )} (AN3)*

(10)(iAY4)*

(1O ANS)*

(10T A)(6)*

(A0GA)T)*

(1O)Gi(ANE)*

(10)GID(ANE. )*

Description

First Supplemental Indenture dated as of January 28, 2005 to the Indenture dated as of July
I1, 2003. by and among Cincinnati Bell Inc., as Issuer, the Guarantors party thereto, and
the Bank of New York. as Trustee (Exhibit 4.1 to Current Report on Form 8-K dated
February 2. 2005, File No. 1-8519).

Indenture dated as of November 19, 2003, by and among Cincinnati Bell Inc., as Issuer,
the Guarantors party thereto, and The Bank of New York, as Trustee, in connection with
Cincinnati Bell 8 ¥:% Senior Subordinated Notes due 2014 (incorporated by reference to
Exhibit (4)(c)(xiii) to Registration Statemen No. 333-110940).

Indenture dated as of February 16, 2005, by and among Cincinnati Bell Inc., as {ssuer, the
Guarantor parties thereto, and the Bank of New York, as Trustee in connection with
Cincinnati Bell 7% Senior Notes due 2015 (Exhibit 4.1 to Current Report on Form 8-K,
fited on February 23, 2005, File No. 1-8519).

No other instrument which defines the rights of holders of long term debt of the registram
is filed herewith pursuant to Regulation $-K, Item 601(b}(4)(iii)(A). Pursuant 1o this
regulation. the registrant hereby agrees to furnish a copy of any such instrument to the
SEC upon request.

Credit Agreement dated as of February 16. 2005 as Amended and Restated as of

August 31, 2005 among Cincinnati Bell Inc. as Borrower, the Guarantor parties thereto,
Bank of America, N.A. as Administrative Agent, PNC Bank, National Association, as
Swingline Lender, and Lenders party thereto (Exhibit 10.2 to Current Report on Form 8-K,
filed September 1, 2005, File No. 1-8519).

Short Term Incentive Plan of Broadwing Inc., as amended and restated effective July 24,
2000 (Exhibit (10)(iii)(A)(1) to Quarterly Report on Form 10-Q for the quarter ended
June 30, 2000, File No. 1-8519).

Cincinnati Bell Inc. Deferred Compensation Plan for Outside Directors, as amended and
restated effective July 24, 2002 (Exhibit {10)(iii)}(A)(2) to Quarterly Report on Form 10-Q
for the quarter ended March 31, 2003, File No. 1-8519).

Cincinnati Bell Inc. Pension Program, as amended and restated effective July 24, 2000
(Exhibit (10)iii}(AX4) to Quarterly Report on Form 10-Q for the quarter ended June 30,
2000, File No. 1-8519),

Cincinnati Bell Inc. Executive Deferred Compensation Plan, as amended and restated
effective January 1. 2002 (Exhibit (10)(iii)(A)(4) to Quarterly Report on Form 10-Q for
the quarter ended March 31. 2003, File No. 1-8519).

Cincinnati Bell Inc. 1997 Long Term Incentive Plan, as amended and restated effective
July 24, 2000 (Exhibit (10)(iii){A)(1) to Quarterly Report on Form 10-Q for the quarter
ended June 30, 2000, File No. 1-8519).

Cincinnati Belt Inc. 1997 Stock Option Plan for Non-Employee Directors, as revised and
restated effective January 1. 2001 (Exhibit (10}iii)(A)(6) 1o Quarteriy Report on Form 10-Q
for the quarter ended March 31, 2003. File No. 1-8519).

Cincinnati Bell Inc. 1989 Stock Option Plan (Exhibit (10)(ii1)}{(A)(14) to Annual Report on
Form 10-K for 1989, File No. 1-8519).

Employment Agreement effective December 4, 2001 between the Company and Michael
W. Callaghan (Exhibit (10)(ii)}{A)(10) to Annual Report on Form 10-K for the year ended
December 31, 2001, File No. 1-8519).

Amendment to Employment Agreement effective February 3, 2003 between the Company
and Michael W, Callaghan (Exhibit 99.1 1o Current Report on Form 8-K, date of report
February 3, 2002, File No. 1-8519).
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Exhihit
Number Description

(10)GiD{A)XR.2)* Amendment to Employment Agreement effective December 15, 2005 between the
Company and Michael W. Callaghan (Exhibit 10.2 to Current Report on Form 8-K filed on
December 21, 2005, File No. 1-85 1M,

(1MGinNAYN* Employment Agreement effective January 1, 1999, between Broadwing and John F.
Cussidy (Exhibit (LAY 1) to Quarterly Report on Form 10-Q for the quarter
ended September 30, 2002, File No. 1-8519).

CTOGI AN 1y* Amendment to Employment Agreement effective September 20. 2002 between Cincinnati
Bell Inc. and John F. Cassidy (Exhibit (10)(iii}(A)8) of Quarterly Report on Form 10-Q
for the quarter ended September 30, 2002, File No. 1-8519).

(10)(iX} AN9.2)* Amendment No, 2 effective July 26, 2005 to Employment Agreememnt between Cincinnati
Bell Inc. and John F. Cassidy (Exhibit 10.1 to Current Report on Form §-K, date of Report
July 29, 2005, File No. 1-8519).

(1OGIDAT Oy Employment Agreement effective July 26, 2005 between the Company and Christopher J.
Wilson (Exhibit 10.4 1o Current Report on Form 8-K. date of Report July 29, 2005,
File No. 1-8519).

(M)A 12)* Employment Agreement effective July 26, 2005 between the Company and Rodney D. Dir
(Exhibit 10.3 to Current Report on Form 8-K, date of Report July 29, 2005, File No, 1-851 9).

(IO)EID(A)(13)* Empioyment Agreement effective July 26. 2005 between the Company and Brian A. Ross
(Exhibit 10.2 to Current Report on Form 8-K, date of Report July 29, 2005. File No. 1-8519).

(1O A)14) Code of Ethics for Senior Financial Officers, as adopted pursuant to Section 406 of
Regulation S-K (Exhibit (10Y1i1(A X 15) to Annual Report on Form 10-K for the year
ended December 31. 2003, File No. 1-8519).

(10)(iv) Stipulation and Agreement of Settlement of ERISA Actions dated February 22, 2006 (Exhibit
10.1 10 Current Report on Form 8-K._ date of Report February 22, 2006, File No. 1-85] 9.

20+ Subsidiaries of the Registrant.

(23)+ Consents of Independent Registered Public Accounting Firm,

(24)+ Powers of Attorney.

(31.1)+ Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of the
Sarbanes-Oxiey Act of 2002,

(31.2)+ Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

(32.1)+ Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002,

(32.2)+ Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002.
+ Filed herewith,

* Management contract or compensatory plan required to be filed as an exhibit pursuant to ltem 14{c) of
Form 10-K.

The Company's reports on Form 10-K., 10-Q. and 8-K are available free of charge at the following website:
http:/wvww. cincinnatibell.com. Upon request, the Company will furnish copy of the Proxy Statement to its
security holders without charge, portions of which are incorporated herein by reference. The Company witl
furnish any other exhibit at cost.
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Schedule Il

CINCINNATI BELL INC.
VALUATION AND QUALIFYING ACCOUNTS
{dollars in millions)

Beginning  Charge (Benefit)  To (from) Other End of
of Period to Expenses Accounts Deductions  Period
Allowance for Doubtful Accounts
Year 2000 . . i $ 143 $ 140 $— $13.1 $ 152
Year 2005 .. $ 145 $143 $— $14.5 $ 143
Year 2004 . . o $ 202 $ 159 $— $216 $ 145
Deferred Tax
Valuation Allowance
Year2006 .. e $183.9 $(33.2) $— $ — $150.7
Year 2005 . . .o 51442 $ 39.7 $— $ — 31839
Year 2004 . .. e $171.9 $(27.8) $0.1(a) 5 — $144.2

(2) Includes amount related to tax benefits credited to OCI.




Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

CINCINNATI BELL INC.

March 1, 2007 By fs/  Brian A. Ross

Brian A. Ross
Chief Financial Officer

By /s/__Kurt A. Freyberger

Kurt A. Freyberger
Chief Accounting Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature Title %

45/ John F. Cassidy Presiden_t. Chief Executive Officer, March 1. 2007
and Director

John F. Cassidy

PHILLIP R. COX* Chairman of the Board and Director March [, 2007

Phillip R. Cox

DANIEL J. MEYER* Director March 1, 2007

Daniel J. Meyer

ALEX SHUMATE®* Director March 1, 2007

Alex Shumate

DAVID B. SHARROCK * Director March 1, 2007

David B. Sharrock

JOHN M. ZRNO* Director March I, 2007

John M, Zrno

BRUCE L. BYRNES* Director March 1, 2007

Bruce L. Byrnes

MICHAEL G. MORRIS* Director March 1, 2007

Michael G. Morris

ROBERT W. MAHONEY * Director March 1, 2007

Robert W. Mahoney

*By: /s/_John F. Cassidy March 1, 2007

John F. Cassidy
as attorney-in-fact and on his behalf
as Principal Executive Officer. President and Chief Executive Officer, and Director
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Shareholder Information

Annual Meeting

The annual meeting of shareholders will
be held ar the METS Center, 3861
Olympic Boulevard, Erlanger, Kentucky,
41018, at 11:00 a.m. (EDT) on
Thursday, May 3, 2007.

Cincinnati Bell Information

Cincinnati Bell’s common stock is
traded on the New York Stock Exchange
under the ticker symbol “CBB”. For the
latest information about Cincinnati Bell
and your Cincinnadi Bell investment,
YOu can contact us in three ways:
Online: In the Investor Relations section
OFwww.cincinnatibcll.com, ¥ou can sign
up for e-mail delivery of Cincinnari Bell
news; view and print an electronic copy
of the annual reporr; find financial
reports, including Forms 10-K and
10-Q, and quarterly earnings reports;
listen to webcasts of presentations ro
investors and security analysts; retrieve
stock prices; and review frequently asked
questions.

Phone: Individual investors may also
contact us via our Shareholder
Informarion Line at (800) 345-6301.
Mail: Contact us viz U.S. Mail ac
Cincinnati Bell Inc., Investor Relations,
221 FEast 4" Street, Cincinnati, Ohio
45202

Investor Relations Contact
Traci Bolte

Director, Investor Relations and
Corporate Communications

(513) 397-1195

Transfer Agent and Registrar
Questions regarding registered
shareholder accounts or the Stock
Purchase Plan should be directed to
Cincinnarti Bell’s transfer agent and
registrar:

Computershare Investor Services, LLC
Sharcholder Services

7530 Lucerne Drive, Suite 100
Cleveland, Chio 44130-6503
Phone: (888) 294-8217

Fax: (866) 204-6049

www.computershare.com

Note: If your shares of Cincinnati Bell
common stock are held in trust or by an
investment firm, please contact your
trustee or investment firm representative.

Cincinnati Bell*™ and Custom
Connections® are trademarks of
Cincinnati Bell Telephone
Company, LLC




Cincinnati Bell

221 Easr Fourth Sereet
P.O. Box 2301
Cincinnati, Ohio 45202
513.397.9900

www.cincinnatibell.com
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